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PROPERTY    TAXATION 
IN   MONTANA 


A  REPORT  TO  THE  THIRTY-SEVENTH 
LEGISLATIVE  ASSEMBLY 


by  the 


Montana   Legislative   Council 
December   1960 


To  Members  of  the  Thirty-seventh 
Legislative  Assembly: 

Taxation  is  probably  the  most  controversial  and  very  nearly  the 
most  complex  facet  of  our  state  government.  Montana's  citizens  hear 
conflicting,  inaccurate  and  misleading  statements  representing  the 
attitudes  of  the  entire  political  spectrum,  especially  during  the  heat 
of  our  political  campaigns. 

There  is  some  feeling  that  our  whole  tax  structure  is  out  of 
joint;  but  even  among  those  expressing  this  opinion,  differences  in 
political  attitudes  usually  result  in  disagreement  on  specifics.  The 
opinion  is  often  expressed  that  our  problems  should  be  turned  over  to 
a  group  of  "tax  experts",  who  could,  once  and  for  all,  set  our  tax 
structure  aright.  Even  if  we  could  all  agree  on  what  the  problems 
are,  the  notion  that  tax  problems  can  be  so  easily  and  permanently 
solved  would  be  naive.  What  problems  exist  must  be  met  and  solved 
by  the  legislative  assembly  as  the  chosen  representatives  of  the  peo- 
ple. Studies  such  as  this  can  serve,  in  a  limited  way,  as  guides  for 
legislative  action. 

The  purpose  of  this  report  is  to  explore  one  important  area  of 
Montana's  tax  structure,  to  describe  some  conditions  that  exist  and 
to  recommend  certain  improvements.  Some  of  the  recommendations 
contained  in  this  report  are  intended  to  meet  immediate  specific 
needs;  some  are  far  reaching  and  can  provide  the  basis  for  a  com- 
prehensive reform  of  our  property  tax  structure. 

The  Council  hopes  that  this  report  will  prove  of  lasting  benefit 
to  members  of  the  legislative  assembly  in  their  consideration  of 
Montana's  property  taxes. 

Respectfully  submitted. 


SENATOR  ROBERT  A.  DURKEE 

Chairman, 

Montana  Legislative  Council 
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SENATE  RESOLUTION  NO.  2 

A  RESOLUTION  OF  THE  SENATE  OF  THE  THIRTY-SIXTH  LEGISLATIVE  SESSION 
OF  THE  STATE  OF  MONTANA  REQUESTING  AND  DIRECTING  THE  MONTANA 
LEGISLATIVE  COUNCIL  TO  MAKE  A  COMPLETE  STUDY  OF  THE  EXISTING  TAX 
STRUCTURE  OF  THE  STATE  MONTANA  AND  OF  POTENTIAL  TAX  SOURCES  AND 
TO  PREPARE  RECOMMENDATIONS  AND  PROPOSED  LEGISLATION,  WHERE  NE- 
CESSARY, TO  IMPROVE,  SIMPLIFY,  AND  MODERNIZE  TAXATION  IN  THE  STATE 
OF  MONTANA,  FOR  THE  THIRTY-SEVENTH  LEGISLATIVE  ASSEMBLY  OF  THE 
STATE   OF   MONTANA: 

BE  IT  RESOLVED  BY  THE  SENATE  OF  THE  THIRTY-SIXTH  LEGISLATIVE  ASSEM- 
BLY OF  THE  STATE  OF  MONTANA: 

WHEREAS,  in  order  that  the  state  government  may  function  on  an  economically  sound 
basis,  and  in  accordance  with  sound  principles  of  government,  the  needs,  requirements  and 
responsibilities  of  the  state  government  should  be  ascertained  and  established  pursuant  to 
comprehensive  and  coordinate  plan  taking  into  consideration  the  proper  relationship  be- 
tween federal,  state  and  local  government,  and  the  obligations  of  each;  and 

WHEREAS,  the  trend  of  expansion  of  the  scope  of  state  government,  and  the  in- 
creasing demands  for  benefits  and  services  through  state  government,  have  created  the 
need  for  a  consideration  of  the  manner  in  which  and  the  extent  to  which  the  resources 
of  the  state  may  and  should  be  utilized  for  the  purposes  of  state  government;  and 

WHEREAS,  the  complexities  of  present  day  business  and  economy  make  exceedingly 
difficult  the  selection  and  adoption  of  fair  and  equitable  tax  measures  producing  sufficient 
revenues  to  meet  the  needs  of  the  state;  and 

WHEREAS,  it  is  desirable  that  a  re-examination  of  the  existing  state  tax  structure 
and  a  study  and  survey  of  potential  tax  sources  be  made  in  order  that  the  Legislative  As- 
sembly may  be  fully  advised  in  the  consideration  of  an  integrated  program  of  revenues 
and  expenditures  of  the  state  government;  now,  therefore, 

BE  IT  RESOLVED,  by  the  Senate  of  the  State  of  Montana  of  the  Thirty-Sixth  Legis- 
lative Session,  that  the  Montana  Legislative  Council  make  a  comprehensive  study  and 
survey  of  the  existing  tax  structure  of  the  state  and  of  prospective  and  potential  tax 
sources  available  to  the  state,  including  an  examination  of  the  present  state  taxes  and  the 
revenue  derived  therefrom,  and  shall  prepare  recommendations  and  proposed  legislation, 
where  necessary,  which  will  serve  to  simplify,  improve  and  modernize  taxation  in  the 
State  of  Montana,  for  the  Thirty-Seventh  Legislative  Assembly  of  the  State  of  Montana. 
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SUMMARY    OF    REPORT 

Taxation  is  a  perennial  and  universal  problem  and  many  state  governments  have  re- 
cently undertaken  tax  studies  in  an  attempt  to  secure  information  and  guidance  for  tax 
legislation.    The  nature  of  these  studies  has  varied  widely  in  methods  and  results. 

Tax  studies  are  difficult  to  conduct  and  evaluate.  All  tax  studies  must  use  rounded 
and  estimated  figures  and  all  use  averages  and  averages  of  averages.  Even  if  facts  and 
figures  have  been  accurately  presented,  without  proper  interpretation  unjustified  conclu- 
sions may  be  reached. 

Tax  studies  are  limited  by  the  types  of  questions  to  which  answers  are  sought.  Com- 
mon questions  are:  "Are  our  taxes  too  high?"  or  "Is  our  tax  burden  too  great?"  Unfortu- 
nately tax  studies  cannot  decisively  answer  this  type  of  question. 

In  the  first  place,  the  question  of  whether  taxes  are  too  high  is  emotionally  charged. 
The  whole  concept  of  tax  "burden"  is  controversial.  When  someone  says  that  taxes  are 
"high"  he  seldom  is  making  a  simple  descriptive  statement.  Such  assertions  frequently 
contain  emotional  elements  and  usually  connote  an  unfavorable  judgment  already  passed. 

Inter-state  tax  comparisons  are  commonly  used  to  demonstrate  that  taxes  either  are, 
or  are  not  "too  high".  Such  comparisons  are  subject  to  limitations  which  can  produce  mis- 
leading conclusions.  In  the  first  place  the  data  used  must  be  comparable.  Many  problems 
exist  in  gathering  and  presenting  such  data.  Secondly,  baseless  significance  must  not  be 
attributed  to  figures  which  are  comparable. 

Taxes  are  a  means  of  securing  money  to  meet  the  needs  of  government.  The  quantity 
and  quality  of  services  the  public  demands,  in  turn,  determines  the  size  of  the  needs.  This 
necessary  connection  between  taxes  and  services  is  obvious  but  often  overlooked.  Taxes 
are  payments  for  services  and  the  way  to  reduce  the  bill  is  to  order  less.  A  further  limi- 
tation of  tax  studies  is  that  they  cannot  supply  any  aid  in  determining  how  much  should 
be  ordered — they  do  not  of  themselves  provide  answers  to  questions  of  tax  policy. 

If  all  levels  of  government  are  considered,  the  property  tax  is  by  far  Montana's  most 
important  single  source  of  revenue.  This  is  the  main  reason  why  the  Council  elected  to 
limit  this  study  to  property  taxation. 

This  report  is  not  an  attempt  to  evaluate  or  grade  the  tax  structure;  neither  does  it 
pretend  to  have  achieved  finality  on  property  tax  questions.  Above  all,  it  does  not  seek  to 
defend  or  attack  our  tax  structure.  No  endorsement  of  the  level  of  services  offered  by  state 
and  local  governments  is  implied.  Neither  is  a  defense  made  of  the  present  level  of  spend- 
ing by  any  agency  or  institution  of  state  government.  The  purpose  of  this  report  has  been 
to  explore  some  important  aspects  of  the  property  tax. 

This  report  contains  recommendations  for  both  short  range  and  long  range  improve- 
ments of  property  taxation.  The  former  are  designed  to  meet  immediate  specific  needs; 
the  second  provide  the  necessary  first  steps  toward  correcting  the  major  deficiencies  of  our 
property  tax  system. 

The   Changing  Importance   of   the   Property   Tax 

In  Montana,  as  in  other  states,  the  relative  importance  of  property  taxes  for  state  pur- 
poses has  dropped  over  the  last  fifty  years.  However,  for  Montana's  local  units  of  govern- 
ment, property  taxes  are  still  the  keystone  of  the  revenue  structure,  having  provided  more 
than  93%  of  tax  revenue  in  1957  and  almost  80%  of  total  revenue  in  that  year. 

In  1957  Montana  ranked  fifth  in  the  nation  in  per  capita  property  taxes.  These  figures 
indicate  something  about  Montana's  reliance  on  the  property  tax  as  a  source  of  revenue 
but  they  do  not  necessarily  indicate  the  comparative  property  tax  "burden"  on  citizens  of 
the  various  states.  One  reason  is  that  part  of  our  property  tax  is  shifted  to  residents  of 
other  states. 
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Measuring  Montana's   Property   Tax   Increase 

In  the  1920's  annual  property  tax  levies  for  all  purposes  fluctuated  between  27  and  28 
million  dollars.  By  1933  property  taxes  had  dropped  slightly  and  leveled  off  at  about  25 
million  dollars  a  year  during  the  remainder  of  the  30's.  During  the  years  of  World  War  II 
they  dropped  again  but  with  the  end  of  World  War  II  taxes  began  to  rise. 

Because  some  of  the  recent  property  tax  increase  has  been  necessary  to  equate  reve- 
nues with  inflation,  the  increase  should  be  measured  in  dollars  of  constant  purchasing 
power.  If  property  tax  increases  since  1945  are  measured  in  terms  of  actual  dollars,  the 
increase  is  248%.  When  figured  in  deflated  dollars,  they  have  increased  115%  if  the  con- 
sumer price  index  is  used  and  66%  if  the  index  of  state  and  local  government  costs  is 
used.  If  the  dollars  are  corrected  by  use  of  the  latter  index,  the  1936  levy  for  state  pur- 
poses remains  the  highest  to  date. 

Some  of  the  increase  in  property  taxes  undoubtedly  reflects  population  growth.  If  per 
capita  property  taxes  are  figured  in  actual  dollars,  they  appear  to  have  far  outstripped  the 
population.  If  per  capita  taxes  are  figured  in  dollars  deflated  by  the  consumer  price  index, 
the  previous  high  for  state  purposes  in  1934  was  not  surpassed  until  1958  and  the  previous 
high  for  all  purposes  in  1933  was  not  exceeded  until  1954.  If  the  dollars  are  deflated  by  the 
index  of  state  and  local  government  costs,  1934  per  capita  property  taxes  for  state  pur- 
poses and  1930  per  capita  property  taxes  for  all  purposes  remain  the  highest  to  date. 

Property  tax  as  a  per  cent  of  property  value  provides  another  measurement.  Property 
tax  levies  as  a  per  cent  of  property  valuations  have  increased  since  World  War  II,  however, 
we  do  not  know  whether  or  not  the  assessed  value  of  the  property  has  maintained  the 
same  ratio  to  true  value  throughout  the  years  of  increase.  We  do  know  that  in  1947  total 
assessed  value  and  assessed  value  per  capita  v/ere  below  the  same  figures  for  1927.  In 
corrected  dollars,  the  total  assessed  property  value  of  the  state  in  1959  was  still  below  that 
of  1922. 

In  actual  dollar  amounts  property  taxes  in  Montana  have  skyrocketed.  When  these  in- 
creases are  viewed  in  terms  of  dollar  decline  and  population  increase,  they  appear  less 
rampant.  That  property  taxes  have  increased  at  a  faster  rate  than  growth  of  wealth  is  not 
certain. 

The  Property  Tax  Base  and   Property   Classification 

Within  individual  taxing  jurisdictions  some  classes  of  property  might  well  be  carry- 
ing unduly  heavy  loads.  What  tax  loads  the  various  kinds  of  property  support  is  deter- 
mined by  their  total  value,  classification  and  location. 

The  tax  yield  of  a  class  of  property  is  partially  a  result  of  its  "assessed  value";  if  its 
assessed  value  increases,  it  will  supply  more  tax  revenue.  However,  the  tax  yield  of  va- 
rious classes  of  property  is  not  in  proportion  to  their  assessed  value.  Because  in  Montana 
all  property  is  placed  in  one  of  seven  classes  with  specified  percentages,  the  "taxable 
value"  of  property  depends  not  only  upon  the  value  of  the  property  but  upon  the  effects 
of  the  classification  law  as  well.  Also,  because  property  in  Montana  is  subject  to  the  vary- 
ing mill  levies  of  the  several  taxing  jurisdictions,  the  property  tax  bill  the  taxpayer  re- 
ceives is  also  influenced  by  its  location. 

Classification  of  property  can  be  defined  as  a  differentiation  among  different  kinds  of 
property  for  tax  purposes.  It  results  in  some  classes  of  property  paying  less  taxes  than 
others.  Montana  is  one  of  the  five  states  having  a  comprehensive  property  classification 
law. 


Montana's  property  classification  law  has  existed  in  substantially  its  present  form  since 
1919  although  seven  different  legislative  assemblies  have  amended  it.  Theoretically  the 
justification  for  property  classification  is  that  different  classes  of  property  have  different 
earning  powers,  but  whether  a  workable  system  of  classification  which  provides  a  proper 
differentiation  can  be  devised  is  another  matter.  Furthermore,  a  classification  law  itself 
may  be  equitably  and  scientifically  drawn  but  poor  application  of  the  law  can  result  in 
inequities.  If  the  different  classes  of  property  are  not  uniformly  assessed,  either  at  market 
value  or  some  consistent  fraction  thereof,  the  result  is  a  "classification  law  within  a  classi- 
fication law". 

The  Council  believes  that  a  future  legislative  assembly  should  seriously  consider  the 
whole  question  of  the  classification  law.  The  various  classes  are  not  necessarily  based  on 
any  consistent  principle  of  discrimination.  However,  prior  to  repeal  it  is  necessary  that 
existing  assessment  provisions  be  executed.  Once  uniformity  of  assessments  has  been 
achieved,  the  results  of  repeal  of  the  classification  law  can  be  more  readly  predicted.  What 
the  property  tax  base  would  look  like  with  repeal  of  the  classification  law  simultaneously 
with  implementation  of  uniform  assessments  is  not  foreseeable. 

Changes   in   the   State   Wide   Property   Tax  Base 

Within  the  past  generation  important  changes  have  occurred  in  the  makeup  of  the 
property  tax  base  of  the  state  as  a  whole.  In  general  there  has  been  an  overall  drop  in  the 
percentages  of  real  property  and  utilities.  The  difference  has  been  made  up  by  increases  in 
personal  property  and  net  proceeds  of  mines.  However,  the  makeup  of  the  state  wide  prop- 
erty tax  base  does  not  necessarily  indicate  the  relative  tax  dollar  load  of  the  various  classes 
of  property  because  of  the  impact  of  local  mill  levies. 

The  striking  change  in  the  property  tax  base  is  the  decline  of  real  estate  as  a  percent 
of  the  base.  Tliis  decrease  reflects  a  decline  in  the  valuation  of  real  property  during  the 
1930's.  Since  World  War  II  the  taxable  value  of  real  property  has  increased;  however  by 
1958  it  was  still  below  the  1922  level. 

At  this  time  it  is  impossible  to  measure  the  relative  tax  borne  by  each  class  of  prop- 
erty. To  make  such  a  comparison  two  things  are  needed:  data  on  tax  dollars  actually  paid 
on  each  class  of  property  and  the  full  value  of  each  class  of  property.  Until  it  is  possible 
to  deterrriine  the  ratio  of  property  tax  payments  on  a  given  class  of  property  to  the  true 
value  of  that  class,  the  full  impact  of  the  combination  of  our  property  classification  law 
and  assessment  at  less  than  full  value  cannot  be  evaluated  and  intelligent  tax  policy  can- 
not be  formulated. 

The  Review  and  Equalization  of  Assessments 

One  of  the  administrative  shortcomings  of  the  property  tax  is  the  fact  that  it  is  levied 
on  the  basis  of  "value",  which  is  neither  static  nor  concrete.  The  process  of  determining 
tax  liability  leaves  room  for  greater  imprecision  than  is  possible,  for  example,  in  determin- 
ing income  tax  liability.  However,  the  property  tax  will  probably  continue  as  the  main- 
spring of  our  local  revenue  system  and  therefore  it  would  be  practical  to  concentrate  our 
efforts  toward  improving  its  administration.  The  three  administrative  agencies  concerned 
with  the  administration  of  the  property  tax  are  the  assessor,  the  county  boards  of  equaliza- 
tion and  the  state  board  of  equalization. 

The  assessor  is  a  locally  elected  officer  who  is  required  by  law  to  Ust  all  property  at  its 
full  cash  value  and  apply  the  proper  percentage  classification  for  determining  taxable  value. 
Salaries  of  county  assessors  vary  from  a  minimum  of  $3,896  to  a  maximum  of  $6,689. 

Boards  of  county  commissioners  operate  ex  officio  as  county  boards  of  equalization  and 
have  general  powers  of  review  over  the  assessor's  work.   They  are  required  by  law  to  meet 
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in  July  and  August  to  examine  the  assessment  book  and  to  equalize  assessments.  The  coun- 
ty board  of  equalization  serves  three  distinct  functions:  as  a  board  of  review,  as  a  board 
of  equalization  and  as  a  board  of  appeals. 

The  state  board  of  equalization  is  a  constitutional  board  which  has  the  power  to  adjust 
and  equalize  the  valuation  of  taxable  property  among  the  counties,  the  different  classes  of 
taxable  property  and  between  individual  taxpayers.  It  also  has  authority  to  supervise  and 
review  the  acts  of  county  assessors  and  county  boards  of  equalization  and  to  change,  in- 
crease or  decrease  valuations  made  by  county  assessors  or  equalized  by  county  boards  of 
equalization.  In  addition  to  the  state  board  of  equalization's  supervisory  powers  and  its 
powers  of  review,  equalization  and  appeal,  it  functions  as  an  original  assessing  agency 
where  certain  inter-county  properties  are  involved. 

Problems   of  Assessment 

Two  major  and  almost  universal  problems  of  property  tax  administration  are  under- 
assessment and  the  absence  of  uniform  assessments. 

Although  Montana  statutes  require  that  all  taxable  property  be  assessed  at  its  "fuU 
cash  value",  sales  assessment  ratio  studies  conducted  by  the  Bureau  of  Census  in  1956  re- 
veal that  non-farm  residential  property  is  assessed  at  from  28  to  317c  of  its  sales  value  and 
that  farm  real  estate  is  assessed  at  from  22  to  23  a  of  its  sales  value.  Assessments  are 
naturally  slow  to  respond  to  rapid  changes  in  the  general  price  level  but  there  is  more  to 
underassessment  than  a  natural  lag.  By  assessing  at  less  than  the  average  level,  the  county 
assessor  can  shift  state  property  taxes  to  other  counties  and  increase  apparent  need  for 
state  aid  to  schools. 

Under-assessment  has  several  undesirable  effects.  It  transforms  the  office  of  assessor 
from  a  technical  and  administrative  position  to  a  legislative  office.  By  assessing  at  less 
than  the  legal  limit  the  assessor  in  effect  reduces  the  salaries  of  some  county  officials  that 
are  tied  by  statute  to  population  and  taxable  valuation  of  counties  and  also  alters  existing 
statutory  taxing  and  bonding  limitations  by  making  them  more  restrictive  than  contem- 
plated by  law.  One  writer  remarked  that  the  county  assessor  whose  sole  function  is  to 
find  and  value  property  at  its  full  value,  is  actually  "charting  the  fiscal  policy  of  most  local 
governments". 

There  is  also  some  evidence  of  a  correlation  between  under-assessment  and  a  lack  of 
uniform  assessments  within  assessing  jurisdictions.  This  is  not  surprising  because  both  the 
assessor  and  property  owners  are  likely  to  be  less  aware  of  deviations  from  the  normal  as- 
sessment level  when  values  are  stated  in  small  fractions  of  market  value  than  when  as- 
sessed values  approach  market  value. 

The  degree  of  success  in  achieving  assessment  uniformity  is  expressed  in  terms  of  a 
coefficient  of  dispersion.  A  coefficient  of  twenty  or  better  is  regarded  as  attainable.  How- 
ever, in  twenty-three  sample  assessment  areas  in  Montana  included  in  the  census  of  gov- 
ernment study,  intra-county  assessments  in  only  six  areas  fall  within  the  desirable  zone  of 
less  than  twenty.  Six  of  the  twenty-three  areas  or  more  than  one-quarter  of  the  sample 
had  coefficients  of  fifty  or  more. 

In  the  case  of  inter-county  assessment  uniformity,  the  Census  of  Government  report 
reveals  that  the  coefficient  of  dispersion  of  inter-county  assessment  ratios  for  the  sample 
taken  is  46,  the  highest  in  the  nation.  In  other  words  assessments  of  non-farm  houses 
among  Montana's  counties  are  the  least  uniform  in  the  nation.  One  analysis  of  the  census 
findings  explained  that  in  most  states  with  a  high  degree  of  inter-area  uniformity,  ade- 
quate state  supervision  of  local  assessment  is  probably  a  factor. 
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There  is  probably  no  simple  explanation  for  the  deficiencies  of  the  property  tax  program. 
If  Montana's  experience  parallels  other  states,  very  likely  the  breakdown  has  occurred  at 
all  levels  of  the  assessment  system.  Because  unqualified  persons  often  occupy  the  office  of 
the  assessor  or  because  assessors  have  inadequate  staffs  and  appropriations  to  do  the  job 
properly,  initial  assessments  are  poorly  made.  To  these  reasons  must  be  added  the  fact 
that  the  assessor  is  subject  to  many  public  pressures. 

Another  reason  for  the  breakdown  is  undoubtedly  due  to  the  fact  that  county  boards 
of  equalization  do  not  really  exercise  their  powers  of  assessment  review  and  equahzation 
but  function  solely  as  boards  of  appeal. 

Finally,  the  lack  of  state  supervision  of  local  assessing  officers  and  county  boards  of 
equalization  has  undoubtedly  contributed  to  the  ineffectiveness  of  property  tax  adminis- 
tration. 

However,  to  the  weaknesses  that  seem  to  exist  at  all  administrative  levels  of  the 
property  tax  program  should  be  added  the  lack  of  public  understanding,  which  can  seri- 
ously hamper  equalization  efforts. 

Better  initial  assessments  could  possibly  be  secured  by  requiring  that  county  assessors 
pass  examinations  or  otherwise  qualify  themselves  and  by  means  of  more  extensive  state 
supervision  of  assessments.  If  original  assessments  were  improved,  there  would  be  less 
need  for  intra-county  equalization. 

Inter-county  equalization  can  only  be  obtained  by  first  determining  the  assessment 
levels  among  counties  and  for  the  state  as  a  whole.  Assessment  levels  are  determined  by 
means  of  sales  ratio  studies  which  compare  the  recent  sales  price  of  real  estate  to  the  as- 
sessed valuation.  Once  the  level  of  assessment  has  been  determined,  two  methods  of  inter- 
jurisdictional equalization  are  available.  The  first  is  the  uniform  ratio  method  under  which 
the  state  applies  an  equalization  factor  to  county  assessments.  The  second  is  the  variable 
ratio  method  under  which  counties  can  choose  their  own  level  of  assessment.  However,  in 
the  case  of  the  latter,  the  allocation  of  property  assessed  on  the  state  level  and  the  distribu- 
tion of  aid  to  schools  to  the  state  are  adjusted  according  to  the  assessment  ratio  prevailing 
in  each  particular  county. 

The  Council  recommends  the  passage  of  a  realty  certificate  act  to  provide  the  neces- 
sary machinery  to  conduct  reliable,  accurate  and  continuing  sales  ratio  studies.  Until  sales 
ratio  studies  have  been  conducted,  any  comprehensive  and  effective  program  of  equalization 
cannot  succeed.  The  purpose  of  the  realty  certificate  act  would  simply  be  to  make  avail- 
able to  the  state  board  data  which  would  enable  them  to  determine  the  ratio  between  sales 
prices  of  property  and  assessed  valuations. 

The  Council  recommends  the  passage  of  a  taxpayer's  responsibility  law  which  would 
place  the  burden  on  citizens  to  report  the  existence  of  all  property  to  the  county  assessor. 
At  the  present  time  it  is  practically  impossible  for  the  county  assessor,  especially  in  the 
larger  counties,  to  assess  personal  property  owned  by  persons  who  do  not  own  real  estate. 

The  Council  recommends  the  passage  of  a  merchants'  and  manufacturers'  inventory 
act  which  would  base  the  assessed  value  of  property  held  for  sale  by  merchants  and  manu- 
facturers on  a  twelve  month  average  during  the  preceding  year. 

The  Council  also  recommends  that  the  assessment  date  for  all  property  other  than 
stocks  of  merchandise  be  changed  from  the  first  Monday  in  March  to  January  1  and  that 
the  county  boards  of  equalization  begin  meeting  in  June  and  meet  until  the  second  Monday 
in  August.  This  would  more  than  double  the  time  in  which  the  county  boards  of  equaliza- 
tion could  review  assessments. 
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Assessment  of  Utilities 

The  Council  has  not  attempted  to  determine  whether  or  not  specific  utilities  are  pay- 
ing their  fair  share  of  taxes.  This  part  of  the  report  is  primarily  designed  to  raise  ques- 
tions about  utility  appraisal  methods  in  general  and  about  the  board's  method  in  particular. 

In  the  vast  majority  of  the  states  some  kinds  of  utilities  are  assessed  for  property  tax- 
ation by  central  state  agencies.  In  Montana  central  assessment  of  inter-county  railroad 
property  is  provided  for  in  the  constitution.  The  statutes  provide  for  a  central  assessment 
of  other  kinds  of  inter-county  utility  property. 

In  appraising  utiUties  many  state  agencies,  as  does  Montana's  state  board  of  equaliza- 
tion, employ  what  is  known  as  the  unit  rule  of  appraisal  —  the  appraisal  of  property  as  a 
whole  without  regard  to  its  constituent  parts.  This  method  is  used  because  the  individual 
properties  which  make  up  a  utility  unit  can  produce  income  only  if  they  are  parts  of  a 
functioning  whole;  therefore,  the  value  of  the  functioning  unit  may  be  more  than  the  sum 
of  the  cost  of  individual  parts  of  the  unit. 

The  board  shares  assessment  of  utility  property  with  the  56  county  assessors  who  as- 
sess operating  property  such  as  furniture  and  fixtures,  depots  and  other  buildings  which 
are  located  in  their  counties.  The  board  arrives  at  its  valuations  to  be  allocated  to  the 
counties  by  subtracting  the  sum  of  all  such  locally-assessed  property  from  its  total  assess- 
ment of  the  operating  property  of  the  entire  utility.  Therefore,  no  matter  how  high  or  low 
the  level  of  county  assessment,  the  total  assessed  value  of  the  utility  will  always  be  no 
more  and  no  less  than  the  board's  unit  appraisal. 

It  seems  inconsistent  with  the  unit  rule  of  appraisal  to  apportion  utility  valuations  on 
the  assumption  that  county  assessors  can  accurately  appraise  individual  properties  which 
the  board  by  its  appraisal  process  views  as  integral  parts  of  an  operating  unit. 

Because  of  Montana's  property  classification  law,  locally  assessed  property  of  utilities 
is  placed  in  several  classes  ranging  from  7%  to  40%  while  values  allocated  by  the  board 
are  all  taxable  at  407o.  While  the  total  assessed  value  of  the  utility  will  always  be  what 
the  board  has  determined  it  to  be,  the  greater  the  total  local  assessment  the  less  the  taxable 
value  will  be.  However,  a  utility's  total  tax  bill  will  not  necessarily  be  reduced  because 
the  lower  taxable  value  may  be  more  than  compensated  for  by  the  crediting  of  taxable 
valuations  to  taxing  districts  v/ith  high  mill  levies. 

Since  each  part  of  the  utility  unit  is  necessary  to  the  proper  functioning  of  the  whole, 
it  seems  inconsistent  to  treat  utility  valuations  as  one  class  of  property  when  they  are 
allocated  by  the  board  of  equalization,  but  as  another  class  when  they  are  appraised  by 
the  county  assessor. 

In  making  its  unit  appraisals  the  Montana  state  board  of  equalization  considers  three 
factors:  capitalized  net  earnings,  total  stock  and  bond  value,  and  original  or  reproduction 
plant  cost.  The  assessed  value  of  the  utility  is  generally  arrived  at  by  an  average  of  these 
three  factors. 

To  determine  the  income  figure  to  be  capitalized,  the  appraiser  must  critically  evalu- 
ate a  utiUty's  accounts  so  as  to  include  all  operating  income.  The  next  step  is  to  average 
the  earnings  for  a  specified  period  of  time.  In  Montana  the  state  board  of  equalization  em- 
ploys in  each  case  a  non-weighted  five-year  average  of  earnings.  Tax  authorities  agree  that 
if  a  period  average  is  employed  the  more  recent  years  should  be  weighted  for  those  utilities 
which  are  evidencing  consistent  growth.  The  Montana  state  board  o  fequalization  capitalizes 
income  at  the  rate  of  6%.  This  rate  appears  to  be  based  on  nothing  more  than  a  tradition. 
Rates  of  capitalization  should  vary  depending  on  the  utility  or  type  of  utility.  The  rate  of 
capitalization  is  important  because  only  a  slight  difference  in  the  rate  can  mean  a  con- 
siderable variance  in  final  assessment. 
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Montana's  board  of  equalization  also  employs  market  value  of  stocks  and  bonds  as  an 
evidence  of  value  in  appraising  railroads  and  major  utilities.  The  method,  based  on  the  ac- 
counting maxim  that  assets  equal  liabilities,  is  used  to  value  a  utility's  assets  by  determin- 
ing the  value  of  its  liabilities.  However,  if  the  value  of  stocks  and  bonds  is  to  be  a  valid 
indicator  of  value,  the  volume  of  trading  must  be  sufficient  to  justify  its  use.  The  board  of 
equalization  uses  a  five-year  average  of  prices  quoted  on  December  31  preceding  assess- 
ment day.  A  five-year  average  of  stock  and  bond  prices  is  subject  to  the  same  criticism  ap- 
plied to  long-term  averages  for  net  earnings.  Some  authorities  have  suggested  an  average  of 
prices  for  periods  of  six  months  to  a  year. 

The  state  board  of  equalization  considers  original  cost,  apparently  with  some  allow- 
ances for  depreciation,  in  assessing  utilities  other  than  the  railroads.  The  board  uses  repro- 
duction costs  new  less  depreciation  in  appraising  railroads.  The  relevance  of  plant  cost  fig- 
ures largely  depends  upon  what  plant  costs  rate-making  bodies  will  accept  in  establishing 
rate  bases.  Since  the  Montana  Public  Service  Commission  considers  depreciated  reproduc- 
tion cost,  original  cost  and  depreciated  original  cost  in  establishing  rate  bases,  the  board  of 
equalization  should  consider  giving  some  weight  to  all  three  in  appraising  those  utilities 
whose  rate  bases  are  determined  by  the  public  service  commission.  The  board's  use  of  re- 
production costs  new  less  depreciation  in  appraising  railroads  appears  questionable  because 
the  earnings  of  railroads  bear  little  relationship  to  plant  costs. 

The  board's  system  of  averaging  capitalized  earnings,  stock  and  bond  value  and  plant 
costs  will  not  automatically  result  in  accurate  valuations  when  it  is  indiscriminately  ap- 
plied in  all  cases.  Authorities  agree  that  a  mechanical  application  of  a  formula  combining 
the  evidences  of  value  is  not  likely  to  result  in  accurate  assessments  since  each  utility  is 
unique. 

The  Council  does  not  conclude  that  the  board's  utility  appraisal  methods  are  neces- 
sarily "wrong"  or  that  inaccurate  results  have  been  attained.  However,  it  does  seem  fair 
to  say  that  the  board  has  devoted  little  energy  to  a  continuing,  critical  examination  of  its 
methods. 

Equalization   of   Utility  Assessments 

In  1959  the  state  board  of  equalization  reduced  the  assessed  value  of  the  major  utilities 
alone  by  almost  $35,000,000.  The  reduction  is  partially  reflected  in  the  net  loss  of  over 
$9,000,000  in  the  taxable  value  of  utilities  between  1958  and  1959. 

The  board  maintains  that  its  reduction  of  utility  assessments  was  necessary  as  an 
equalization  measure.  The  justness  of  the  action  hinges  on  the  board's  contention  that  the 
state-wide  average  level  of  assessments  for  all  types  of  locally  assessed  property  is  35  to 
37%  of  true  value  and  that  their  own  assessment  of  utilities  averages  some  twenty  percent- 
age points  higher  than  this.  The  board's  35  to  37%  assessment  level  figure  is  largely  based 
upon  real  estate  sales  ratio  studies  conducted  by  some  of  the  larger  utilities  owning  prop- 
erty in  the  state. 

To  yield  reliable  results,  sales  ratio  studies  must  be  conducted  carefully  and  in  accord 
with  clearly  defined  procedures.  The  sampling,  weighting  and  classification  techniques  em- 
ployed by  the  utilities  and  the  board  appear  to  be  somewhat  deficient. 

Court  testimony  of  a  board  member  in  the  case  of  Yellowstone  Pipeline  Company  and 
Oil  Basis  Pipeline  Company  vs.  the  State  Board  of  Equahzation  and  the  brief  of  the  board's 
attorney  indicate  that  the  board  itself  appears  unwilling  to  vouch  for  the  accuracy  of  the 
sales  ratios  furnished  by  the  utilities  and  published  in  its  own  17th  biennial  report. 

The  board's  duty  to  equalize  is  specific  and  mandatory.  The  gathering  of  facts  on  as- 
sessments within  and  among  counties  by  sales  ratio  studies,  or  by  some  other  method,  is 
an  inseparable  part  of  the  board's  duty  to  equalize.    Delegation  of  responsibility  for  com- 
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piling  and  interpreting  such  data  to  private  corporations  with  a  direct  pecuniary  interest  in 
the  results  cannot  be  regarded  as  proper  and  can  only  result  in  embarrassment  to  both  the 
board  and  the  utilities. 

The  manner  in  which  the  sales  ratio  studies  were  conducted  casts  doubt  on  the  vahdity 
of  their  results  and  it  appears  that  statements  by  board  members  on  the  assessment  level 
of  personal  property  as  a  whole  cannot  be  supported  by  data  gathered  in  any  systematic 
manner.  Because  the  board's  figure  of  35-37%  as  a  state- wide  average  level  of  assessment 
for  local  assessed  property  cannot  be  defended,  neither  can  the  board's  reduction  of  utihty 
assessments. 

While  the  board  reduced  utility  assessments  in  an  attempt  to  equalize  among  different 
classes  of  property,  it  has  not  equalized  among  utilities  themselves.  By  the  board's  own 
admission,  in  1959  major  utilities  were  assessed  from  65.5'c  to  46.5%  of  full  value  and  rail- 
roads were  assessed  from  74.8%  to  34.35%. 

Organization   of   Stale   Tax  Department 

Most  of  Montana's  taxing  activities  are  concentrated  within  one  department,  the  state 
board  of  equalization.  The  powers  and  duties  of  the  board  of  equalization  can  be  divided 
into  five  broad  categories.    They  are: 

1.  Collection  of  all  taxes  for  state  purposes. 

2.  Supervision  of  county  assessors  and  cauntj'  boards  of  equalization. 

3.  Assessment  of  certain  classes  of  property  for  state  and  local  purposes. 

4.  Equalization  of  the  valuation  of  taxable  property  among  counties,  classes  of  proper- 
ty and  between  taxpayers. 

5.  Review  of  specific  assessments  on  its  own  initiative  or  by  hearing  appeals  from  the 
findings  of  county  boards  of  equalization  as  well  as  appeals  from  its  own  assessment  of  in- 
ter-county properties. 

Thus,  the  title  "Board  of  Equalization"  is  not  truly  descriptive  of  the  many  duties  per- 
formed by  this  board. 

Conclusions 

A  general  trend  in  state  government  away  from  multi-headed  agencies  is  reflected  in 
the  area  of  taxation.  Thirty-five  of  the  fifty  states  have  provided  a  single  administrator 
for  their  principal  taxing  agencies.  In  Montana  the  state  board  of  equalization  is  the  only 
board  devoting  full  time  to  administering  a  department. 

There  are  several  apparent  reasons  why  a  single  administrator  would  be  superior  to  a 
board. 

1.  A  board  of  equalization  can  be  justified  in  only  a  relatively  small  area  of  the  prop- 
erty tax  field. 

2.  It  is  offensive  to  our  concept  of  justice  for  a  board  to  hear  appeals  from  its  own  ad- 
ministrative rulings. 

3.  It  is  inefficient  to  vest  responsibility  for  the  management  of  a  department  in  a 
board  rather  than  in  a  single  administrator. 

Reconiiuendations 

The  Council  recommends  that  the  Montana  constitution  be  amended  so  as  to  delete  all 
reference  to  the  board  of  equalization.  This  would  not  abolish  the  state  board  of  equaliza- 
tion— the  board  would  continue  to  function  under  statutory  authority.  The  legislative  as- 
sembly, at  a  future  date,  could  consider  the  establishment  of  a  single  tax  commissioner. 

The  organization  of  the  New  Jersey  tax  department  illustrates  a  possible  plan  for  or- 
ganizing a  tax  department  in  the  future. 
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INTRODUCTION 

The  taxes  Montanans  pay  have  been  the  subject  of  much  recent  public  discussion. 
However,  problems  and  complaints  appear  to  be  timeless.  The  Montana  Tax  and  License 
Cominission  created  by  the  Fifteenth  Legislative  Assembly  in  1917  had  this  to  say: 

There  are  no  more  important  subjects  for  the  consideration  of  the 
people  of  Montana  than  those  involved  in  the  matters  submitted  to  this 
Commission  by  the  Legislative  Assembly.  Montana  is  a  political  organiza- 
tion requiring  large  sums  for  its  maintenance.  The  matter  of  raising 
these  sums  from  the  people  and  from  the  varied  interests  of  the  state,  so 
that  no  undue  burden  shall  be  imposed,  is  a  difficult  problem.  For  many 
years  there  has  been  general  complaint  of  the  unsatisfactory  system  in 
vogue  in  this  state,  and  our  Legislative  Assemblies  for  many  years  have 
shown  a  desire  to  correct  the  faults  complained  of;  in  fact,  in  recent  years 
most  of  the  states  of  the  union  have  been  uorking  along  lines  of  tax  re- 
form and  Montana  has  at  last  awakened  to  her  duty  in  this  regard,^ 

Neither  are  we  unique  in  our  concern  over  tax  matters.    Tax  revenues  to  meet  the  costs  of 
government  are  a  foremost  concern  in  all  state  capitols. 

While  taxation  is  a  perennial  and  universal  problem,  it  is  not  surprising  that  in  recent 
years  increased  attention  has  been  focused  on  tax  problems.  Many  state  governments  have 
found  it  difficult  or  impossible  to  stay  within  their  budgets.  Inflation  has  reduced  the  pur- 
chasing power  of  old  levels  of  tax  income  and  continued  demands  for  government  services 
have  precluded  reductions  in  revenue  needs.  State  and  local  governments,  therefore,  have 
had  to  search  for  additional  public  revenues.  These  are  not  easily  found.  The  huge  growth 
of  the  federal  government  in  the  last  generation  has  resulted  in  its  taking  an  increased 
share  of  the  tax  pie.  The  fact  that  the  federal  government  has  largely  or  wholly  pre- 
empted some  tax  areas  has  greatly  restricted  opportunities  for  taxation  by  state  and  local 
government.  Complaints  against  existing  levels  of  federal  taxation  of  sources  which  states 
might  legally  share  make  it  difficult  to  impose  new  tax-i  for  state  purposes.  Increases  in 
existing  state  taxes  are  equally  unwelcome. 

Having  found  themselves  between  the  upper  and  nether  millstones  of  opposition  to 
further  taxation  and  continued  demands  for  government  services,  legislatures  in  many  states 
have  undertaken  tax  studies  in  an  attempt  to  secure  information  and  guidance  in  tax  leg- 
islation. The  nature  of  these  studies  has  varied  widely  in  the  agency  assigned  the  task  of 
conducting  the  study  and  in  scope  and  purpose.  Responsibility  for  conducting  tax  studies 
has  been  assigned  to  legislative  interim  committees  and  committees  composed  of  legislators 
and  citizens,  chosen  either  by  the  legislature  or  by  the  governor.  Some  tax  study  groups 
have  done  their  own  research  with  little  or  no  technical  assistance.  Others  have  employed 
the  services  of  nationally  known  tax  consultants,  while  still  others  have  relied  upon  a  full- 
time  director  of  research  to  direct  the  work  of  a  dozen  or  more  economists,  political  scien- 
tists and  statisticians,  who  are  often  members  of  the  faculties  of  the  state's  institutions  of 
higher  learning.  The  studies  themselves  range  from  brief  examinations  of  a  few  reputed 
ills  of  a  single  tax  to  lengthy  and  scholarly  surveys  of  entire  tax  structures. 

Inherent   Limitations   of   Tax   Studies 

Given  the  most  dispassionate  approach,  tax  studies  are  difficult  to  conduct  and  evalu- 
ate. Descriptive  statistics  appear  to  present  a  clear  picture.  However,  accurate  use  of  the 
best   figures   available   does   not   assure   an   undistorted  picture.    All  tax  studies  must  use 


'  Report  of  the  Tax  and  License  Commission  to  the  State  Board  of  Equalization  1917-1918,  p.  9. 
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rounded  and  estimated  figures.  All  use  averages  and  averages  of  averages.  All  deal  with 
the  general  rather  than  the  particular.  The  following  observation  was  made  in  a  recent 
comment  on  tax-study  methods: 

In  dealing  with  financial  statistics  it  is  important  to  keep  in  mind 
that  the  statistical  data  frequently  are  given  a  detailed  refinement,  a  pre- 
cision and  a  nicety  in  tabular  and  graphical  representations  which  of 
themselves  are  persuasive  of  their  accuracy  and  reliability,  but  which 
may  not  be  in  keeping  with  the  GROSS  character  of  the  data,  and  with 
possibly  a  high  probable  error  attaching  thereto.  Statistical  averages,  as 
we  know,  may  conceal  large  statistical  disparities  in  which,  in  fact,  the 
more  significant  meanings  may  lie.  There  is  much  in  the  old  saw  that 
statistics  may  misinform  as  well  as  inform.- 

Moreover,  a  presentation  of  facts  and  figures  does  not  mean  that  realities  have  neces- 
sarily been  grasped.  To  be  meaningful,  facts  have  to  be  interpreted.  It  is  easy  to  attri- 
bute a  significance  to  descriptive  statistics  for  which  there  is  no  justification  —  hence,  the 
phenomenon  of  diverse  conclusions  from  the  same  data.  For  example,  a  widely  distributed 
report  on  Montana's  taxes  made  much  of  facts  such  as  that  Montana  ranks  ninth  in  the 
nation  in  per  capita  taxes  for  state  and  local  governments,  that  we  rank  fourth  in  prop- 
erty taxes,  and  that  only  Wyoming  exceeds  Montana  among  seven  western  states  in  total 
per  capita  taxes.  The  implication  of  this  report  is  that  Montana,  if  not  actually  being 
crushed  by  her  tax  load,  is  at  least  worse  off  than  her  neighboring  states. 

Another  study,  based  on  the  same  published  government  sources,  presents  a  different 
impression.  This  study  ranked  all  the  states  on  the  basis  of  degree  of  income  sacrifice  for 
the  payment  of  state  and  local  taxes.  According  to  this  presentation,  Montana  in  1957 
ranked  twenty-second  in  tax  burden  among  the  48  states.  The  rank  of  other  states  in  our 
region  were:  Idaho — 11,  South  Dakota — 5,  North  Dakota — 2,  Utah — 15,  Wyoming — 28,  Ore- 
gon— 19,  Washington — 33.  Thus,  the  conclusion  might  be  made  that  Montana  is  better  off 
regionally  than  all  states  except  Wyoming  and  Washington.'' 

Tax  studies  are  limited  by  the  types  of  questions  to  which  answers  are  sought.  Common 
questions  are  "are  our  taxes  too  high?"  and  "is  our  tax  burden  too  great?"  Unfortunately, 
tax  studies  cannot  decisively  answer  this  type  of  question. 

In  the  first  place,  the  question  of  whether  taxes  are  too  high  is  emotionally  charged. 
Since  there  are  elements  of  the  involuntary  in  taxation,  individuals  are  quick  to  see  them- 
selves as  "forced"  to  shoulder  someone  else's  "burden".  Akin  to  this  feeling  is  the  wide- 
spread notion  that  taxes  "drain"  away  income.  The  individual  is  generally  less  aware  of  the 
things  taxes  buy  than  he  is  the  fact  that  taxes  reduce  his  earnings  and  compete  wiih  other 
things  for  which  he  wishes  to  spend  his  money.^  Thus  when  someone  says  that  taxes  are 
"high",  he  seldom  is  making  a  simple,  descriptive  statement.  Such  assertions  frequently 
contain  emotional  elements  and  usually  connote  an  unfavorable  judgment  already  passed. 


'James  K.  Hall,  "Tax  Comparisons,"  National  Tax  Journal.  Vol.  12,  No.  1,  (1959),  p.  72.  He  also  states,  "It  is  doubtful  if  there 
is  any  one  set  of  statistics  more  frequently  abused  and  misinterpreted  th.in  the  financial  statistics  of  government."  p.  69. 

'Henry  J.  Frank,  "Measuring  State  Tax  Burdens,"  National  Tax  Journal,  Vol.  12,  No.  2,  (1959),  p.  183. 

*  A  contrary  view  is  represented  by  the  following :  "Customarily,  high  per  capita  state  and  local  tax  collections  are  interpreted 
as  meaning  'heavy  tax  burdens'  on  the  citizens  of  a  state.  To  the  extent  that  taxes  paid  to  state  and  local  governments  finance 
governmental  services  which,  singly  and  in  the  aggregate,  have  a  marginal  utility  equal  to  or  greater  than  the  marginal  util- 
ity of  goods  and  services  which  might  alternatively  have  been  purchased  from  the  private  sector  of  tlie  economy,  the  services  of 
government  represent  a  'good  buy'  and  wise  use  of  personal  income.  As  citizens,  we  do  not  regard  the  reduction  in  disposable 
income  required  to  purchase  a  loaf  of  bread,  a  suit  of  clothes,  or  a  car  as  representing  a  'burden.'  Rather,  it  is  a  process  of  con- 
verting our  dollar  income  into  goods  and  services  which  represent  our  desires  for  consumption.  Dollars  for  goods  and  services 
is  an  exchange  of  equivalents— a  quid  pro  quo  in  a  different  form.  So  it  is  with  the  services  of  government  for  which  we  pay 
a  price  in  the  form  of  taxes.  Although  as  individuals  we  may  disagree  on  occasion  with  the  views  of  the  majority  as  to  the 
qualitative  or  quantativc  standards  of  existing  government  services,  the  fact  remains  that  taxes,  in  the  words  of  Justice  Oliver 
Wendell  Holmes,  are  what  'we  pay  for  a  civilized  society.'  "  James  K.  Hall,  "Tax  Comparisons,"  National  Tax  Journal,  Vol. 
12,  Number  1,  (1959),  p.  73. 
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Interstate  tax  ocmparisoxis  are  commonty  used  to  derauHistiate  tiiat  taxes  either  are,  or 
are  not  ''too  high".  While  at  first  glance  such  camparisons  appear  to  yield  dear  results, 
they  are  subject  to  veiled  limitations  which  can  produce  misleading  conclusions.  In  the 
first  place,  the  data  used  must  be  comparable.   Secondly,  baseless  significance  must  not  be 
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dvuluaU  E\"tfn  if  it  wviv  jxvv>iiblo  to  arn\v-  ..>  .,j;uros  whioli  ;uvuratoly  ivfUvl  \.\\c  ta\  bill 
pui  by  the  "awnvsjv^"  oiti.*on,  it  woxiKi  toll  us  nothing  about  his  tax  "burdon"  in  the  sense 
i  evaluatinji  the  sacrifi^v  he  feels  in  ^x4yi'V*J  '^'>''  '"^^  ^"'''^'  '1'^''  iio,s;:roo  i^f  sacrifii-o  is  a  sub- 
ji^tive  thiuj;.  To  one  individvial  a  jjiwn  level  of  taxation  may  seen\  to  impose  an  exeessive 
"buuien"   wlnle  lo  anv^lhei'  it  vii^es  tiot. 

i  Fiuiilly.  it  must  be  n">met\ibeivd  that  taxes  aw  a  iweajxs  of  seeuriiij;  mono\  to  pa>  for 
srviees,  Tt'ie  servivvs  puivhased  at-e  tJie  other  side  of  the  eoin  and  are  equally  deserving 
«f  cv'imi.vinsx.MA,   This  idea  has  lxx>n  expivssed  as  follows: 

. .  .if  the  citizens  of  ont  state  f.vpiYSS  a  ch-nr  cut  ittsire  to  spcnti.  say. 
fimr  ptn-ent  of  thtir  /xrsonal  inconu  on  r«nj(/s  amt  stretts,  itliilf  tluKsv 
of  amUher  stotf  siv/j/no/  txfHn:iitiirt  x  of  only  tiro  pt  rccnt.  lun/  tlit  nsi- 
dents  lU'  both  statt  s  net  ire  full  volui  for  their  tax  tittllar.  it  is  hij  no 
metins  clexir  uhat  is  nuoni  uhen  wt  soij  that  the  "tax  bur<ien"  for  roods 
is  tnice-  ns  gretit  in  the  former  as  in  the  latter,  ihus.  statistical  compari- 
sons t^jn  tell  us  little  about  "tax  burdens"  in  any  significant  sense  of  the 
term.  In  thentseltes.  such  comparisons  do  not  prore  that  taxes  are  either 
"tiW  high"  or  "foe  loif." 

TAX  STUDIES  AND  GOVERNMENT  SERVICES 

Taxes  aix">  a  means  of  securing  money  to  meet  tlie  needs  of  government.    Tlio  quantity 
aid  .v-"'''^y  i^f  services  tlie  public  demands,  in  turn,  determines  the  size  of  the  needs.    This 
»oess;\ry  ce-  -    bet\\-een   taxes   and   services  is  obvious  but  often  overlooked.    Taxes 

«  pa\Tiients  ...  .-vi vices  and  the  way  to  reduce  the  bill  is  to  order  less."" 

Fxirtherraore.  tax  studies  cannot  supply  any  aid  in  determining  how  much  should  be 

•dere.S     Tax  studies  can  describe  what  exists.   In  this  i-egard  they  are  limited  only  by  the 

A.  y  of  data  and  the  abilities  of  individuals  to  interpret  the  data.   But  no  amount  of 

■  ^  ■•- •  ^  ■  .-."=n  define  what  the  scope  of  government  should  be.  A  nationally  rec- 
.  y  has  said,  "The  solution  to  any  current  tax  problem  is  85  percent  po- 

|bcal — when  talking  to  tax  'experts'.  ne\-er  forget  this.""    How  much  should  be  spent  for 

nf:"         -\-ices  i>       •    ;  -^ -      ^-^-y  which  only  the  electorate  and  its  chosen  rep- 

e-.  es  car.  -  ;  all  tax  studies  has  been  described  as  follows: 

Statistical  comparisons  of  state  and  local  ta.ves  have  a  usefulness  in 
fromH»timg  a  better  understanding  of  the  composition  of  tax  structures 
«m/  m  uidicating  trends  in  taxation  with  reference  to  the  various  lerels 
of  fforernment.  as  irell  as  for  government  as  a  irhole.  While  such  statis- 
facoi  comparisons  may  provide  a  Kl\D  of  limited  assistance  in  reaching 
rfecssMHS  on  tax  policy,  they  do  not  of  themselves  provide  any  ansircrs  to 
m  tl9t.itio>ts  of  tax  policy.  Statistical  nuthodology.  in  its  application  to  the 

■  fimmmets  of  government,  post  and  presiut.  provides  a  limited  and  a  some- 
what tetimatic  rieic  of  irhere  ire  have  been,  but  it  does  not  tell  us  ichere 
we  ^mM  90.'- 

N:.:her  ..-."  tax  studies  dictate  how  costs  should  be  defrayed.    State  and  local  tax  rev- 
•T-ie?  n-ust  c."v.e  from  lexies  upon  wealth,  income  and  expenditures.   The  proportions  upon 
vhi.  ~  state  and  local  eo\-emments  rely  upon  any  or  all  of  these  sources  determine  how 
axes  are  duals  and  groups.    A  tax  study  is  no  open-sesame  and 

10  rcatte:   ...    .;^.^....    ..  .^......'.    ^'-'"'"^  ^--t  mechanically  determine  how  tax  costs  ought 

0  be  distributed  among  citizens. 


.  .  _  .     _.  :-  .    _•  :j/.  Vol.  6.  Xo.  1.  (1953),  p.  37. 
State  Tax  Stodies,"  National  Tax  Association.  Proceedings  of  the  Forly- 


K.  HaB.  Tax  Ccsaapajisoos.'  Xati^mal  Tar  Jnunul.  Vol.  XII.  Xo.  1  (1959).  p.  73 
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(b)  Because  of  the  inadequacy  of  per  capita  tax  comparisons,  taxes  are  sometimes 
measured  in  terms  of  "taxable  capacity"  as  indicated  by  the  PersoTial  Income  series  pub- 
lished by  the  U.  S.  Department  of  Commerce.  "While  Personal  Income  is  undoubtedly  the 
best  single  measure  of  the  economic  capacity  of  the  various  states,  it  is  by  no  means  per- 
fect as  a  basis  for  comparative  tax  studies.'"'  Some  limitations  of  Personal  Income  as  a 
basis  for  interstate  tax  comparisons  are  worth  briefly  noting. 

In  the  first  place  the  income  estimates  are  limited  to  monetary  income  and  a  few  items 
to  which  it  is  easy  to  assign  a  monetary  value,  such  as  owner-occupied  housing  and  foods 
produced  and  consumed  on  farms.  The  value  of  services  and  facilities  supplied  to  citizens 
by  state  and  local  governments  are  only  partially  and  imperfectly  reflected  in  the  esti- 
mates. Yet  these  services  may  comprise  a  very  important  part  of  the  income  of  residents  in 
those  states  where  governmental  revenues  are  highest.  The  net  effect  is  probably  to  over- 
state the  relative  "tax  burden"  borne  by  the  residents  of  the  several  states.  Other  short- 
comings arise  from  the  different  methods  of  handling  taxes  imposed  on  business  and  taxes 
imposed  on  ultimate  consumers,  and  from  the  fact  that  undistributed  corporate  profits  are 
not  included  in  Personal  Income  but  profits  for  unincorporated  business  —  whether  distri- 
buted or  not  —  are  included." 

However,  even  if  these  short  comings  did  not  exist,  comparative  presentations  of  taxes 
as  a  per  cent  of  personal  income  would  fail  as  a  measure  of  the  degree  of  sacrifice  in- 
volved in  the  payment  of  taxes.    As  one  study  revealed: 

.  .  .  In  California,  in  1957,  state  and  local  taxes  were  equal  to  9.39S 
per  cent  of  the  personal  income,  while  in  Colorado  they  were  equal  to 
9.399  per  cent.  In  both  states  the  same  part  of  personal  income  was  de- 
voted to  state  and  local  governmental  purposes.  However  in  California 
the  per  capita  personal  income  was  $2,523  as  opposed  to  only  $1,996  in 
Colorado,  or  fully  one-fourth  greater.  The  Calif orian  will  make  less  of 
a  sacrifice  to  give  up  9.1  per  cent  of  his  income  for  taxes,  than  will  the 
Colorado  resident  to  give  up  his  9.4  per  cent.^ 

(4)  As  a  method  of  indicating  the  relative  tax  "burdens"  on  citizens  of  the  states,  in- 
terstate comparisons,  whether  taxes  are  stated  per  capita  or  in  terms  of  personal  income, 
are  further  limited  by  the  fact  that  they  are  made  without  regard  to  the  incidence  of  state 
and  local  taxes,  that  is,  without  regard  to  who  actually  pays  the  tax.  The  data  employed 
refer  to  taxes  collected  by  a  given  state  and  not  necessarily  borne  hy  the  residents  of  that 
state  from  their  own  private  resources.  State  and  local  taxes  are  levied  on  and  are  shifted 
in  varying  degrees  to  non-residents.  The  extent  to  which  this  occurs  depends  upon  the  state 
tax  structure  and  upon  many  factors  of  the  state's  economy. 

In  addition  to  the  statistical  problems  encountered  in  the  preparation  of  comparative 
tax  studies,  the  conceptual  problems  pose  an  even  more  serious  problem.  Many  interpreta- 
tions of  interstate  tax  comparisons  rest  on  the  assumption  that  if  state  A  ranlcs  below 
state  B,  A  is  better  off  than  B.  The  fact  of  the  matter  is  that  the  needs  of  each  state  and 
the  quantity  and  quality  of  services  demanded  are  unique.  Since  each  state  is  unlike  any 
other  in  the  types  and  amounts  of  things  for  which  tax  money  is  spent,  there  is  no  reason 
to  expect  that  any  one  tax,  or  all  taxes  or  all  revenues  in  one  state  should  be  like  those  in 
any  other  state  or  group  of  states. 

Furthermore,  individuals,  not  states,  pay  taxes.  Therefore,  the  concept  of  "tax  burden" 
niakes  sense  only  in  terms  of  the  individual.  Figures  used  in  tax  comparisons  are  averages 
which  do  not  necessarily  apply  to  a  majority  of  the  residents  of  a  state  or  to  any  one  in- 


"  Ibid.,  1957,  p.  70. 

'  See  Ibid.,  p.  71  for  a  detailed  discussion  of  the  concept  of  personal  income. 

'Henry  J.  Frank,  "Measuring  State  Tax  Burdens,"  National  Tn.r  Journal,  Vol.  XII,  No.  2,  (1959),  p.  182. 


XX. 


dividual.  Even  if  it  were  possible  to  arrive  at  figures  which  accurately  reflect  the  tax  bill 
paid  by  the  "average"  citizen,  it  would  tell  us  nothing  about  his  tax  "burden"  in  the  sense 
of  evaluating  the  sacrifice  he  feels  in  paying  his  tax  bill.  The  degree  of  sacrifice  is  a  sub- 
jective thing.  To  one  individual  a  given  level  of  taxation  may  seem  to  impose  an  excessive 
"burden"  while  to  another  it  does  not. 

Finally,  it  must  be  remembered  that  taxes  are  a  means  of  securing  money  to  pay  for 
services.  The  services  purchased  are  the  other  side  of  the  coin  and  are  equally  deserving 
of  comparison.    This  idea  has  been  expressed  as  follows: 

. .  .if  the  citizens  of  one  state  express  a  clear  cut  desire  to  spend,  say, 
four  percent  of  their  personal  income  on  roads  and  streets,  while  those 
of  another  state  support  expenditures  of  only  two  percent,  and  the  resi- 
dents of  both  states  receive  full  value  for  their  tax  dollar,  it  is  by  no 
means  clear  what  is  meant  when  we  say  that  the  "tax  burden"  for  roads 
is  twice  as  great  in  the  former  as  in  the  latter.  Thus,  statistical  compari- 
sons can  tell  us  little  about  "tax  burdens"  in  any  significant  sense  of  the 
term.  In  themselves,  such  comparisons  do  not  prove  that  taxes  are  either 
"too  high"  or  "too  low."' 

TAX  STUDIES  AND  GOVERNMENT  SERVICES 

Taxes  are  a  means  of  securing  money  to  meet  the  needs  of  government.  The  quantity 
and  quality  of  services  the  public  demands,  in  turn,  determines  the  size  of  the  needs.  This 
necessary  connection  between  taxes  and  services  is  obvious  but  often  overlooked.  Taxes 
are  payments  for  services  and  the  way  to  reduce  the  bill  is  to  order  less.^" 

Furthermore,  tax  studies  cannot  supply  any  aid  in  determining  how  much  should  be 
oi'dered.  Tax  studies  can  describe  what  exists.  In  this  regard  they  are  limited  only  by  the 
availability  of  data  and  the  abilities  of  individuals  to  interpret  the  data.  But  no  amount  of 
statistical  analysis  can  define  what  the  scope  of  government  should  be.  A  nationally  rec- 
ognized tax  authority  has  said,  "The  solution  to  any  current  tax  problem  is  85  percent  po- 
litical— when  talking  to  tax  'experts',  never  forget  this.""  How  much  should  be  spent  for 
public  services  is  a  basic  question  of  policy  which  only  the  electorate  and  its  chosen  rep- 
resentatives can  decide.    This  limitation  of  all  tax  studies  has  been  described  as  follows: 

Statistical  comparisons  of  state  and  local  taxes  have  a  usefulness  in 
promoting  a  better  understanding  of  the  composition  of  tax  structures 
and  in  indicating  trends  in  taxation  with  reference  to  the  various  levels 
of  government,  as  well  as  for  government  as  a  whole.  While  such  statis- 
tical comparisons  may  provide  a  KIND  of  limited  assistance  in  reaching 
decisions  on  tax  policy,  they  do  not  of  themselves  provide  any  answers  to 
questions  of  tax  policy.  Statistical  methodology,  in  its  application  to  the 
finances  of  government,  past  and  present,  provides  a  limited  and  a  some- 
what astimatic  view  of  where  we  have  been,  but  it  does  not  tell  us  where 
we  should  go.^- 

Ncither  can  tax  studies  dictate  how  costs  should  be  defrayed.  State  and  local  tax  rev- 
enues must  come  from  levies  upon  wealth,  income  and  expenditures.  The  proportions  upon 
which  state  and  local  governments  rely  upon  any  or  all  of  these  sources  determine  how 
taxes  are  distributed  among  individuals  and  groups.  A  tax  study  is  no  open-sesame  and 
no  matter  how  expertly  conducted,  will  not  mechanically  determine  how  tax  costs  ought 
to  be  distributed  among  citizens. 


"Johnson,  o/>.  cit.,  p.  72. 

'"Roger  A.  Freeman,  "What  Price  State  Government?",  National  Tax  Journal,  Vol.  6,  No.  1,  (1953),  p.  i7. 
"  John  F.  Sly,  "N'otes  of  What  I  Have  Learned  From  State  Tax  Studies,"  National  Tax  .Association,  Proceedings  of  the  Forty- 
ninth  Annual  Conference,  1956,  p.  120. 
"James  K.  Hall,  "Tax  Comparisons,"  National  Tax  Journal,  Vol.  XIT,  No.  1   (1959),  p.  73 
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Limited  Purpose  of  this  Report 

In  1959,  Montana  Senate  Resolution  No.  2  directed  the  Montana  Legislative  Council  to 
"make  a  comprehensive  study  and  survey  of  the  existing  tax  structure  of  the  state  and 
of  prospective  and  potential  tax  sources  available  to  the  state"  and  to  recommend  to  the 
Thirty-seventh  Legislative  Assembly  ways  "to  simplify,  improve  and  modernize  taxation 
in  the  State  of  Montana  .  .  .". 

When  the  Legislative  Council  adopted  this  resolution  on  April  20,  1959,  it  assumed  a 
formidable  assignment.  The  Council  early  recognized  that  a  thorough  study  of  the  state's 
tax  structure  in  one  interim  would  be  impractical  if  not  impossible.  Consequently,  the 
Council  agreed  to  limit  itself  to  a  single  major  area  of  taxation. 

A  question  also  arose  whether  the  resolution  directed  the  Council  to  study  taxes  for 
state  purposes  only  or  to  study  state  and  local  taxes.  The  Council  decided  that  the  resolu- 
tion referred  to  taxes  at  all  levels  of  state  and  local  government.  This  decision  dictated  the 
Council's  primary  area  of  concern.  Commenting  on  the  property  tax,  Charles  F.  Conlon, 
Executive  Director  of  the  Federation  of  Tax  Administrators,  said: 

One  tax,  which,  more  than  any  other,  deserves  the  attention  and  care- 
ful study  of  legislators  is  the  property  tax.  There  is  some  tendency  to 
dismiss  the  property  tax  with  the  once-over-lightly  treatment,  on  the 
ground  that  it  is  becoming  less  and  less  important.  But  this  is  far  from 
the  truth.  The  property  tax  is  now  and  will  continue  to  be  the  base  on 
which  the  state-local  tax  structure  is  huilt.^^ 

If  all  levels  of  government  are  considered,  the  property  tax  is  by  far  Montana's  most 
important  single  source  of  revenue.  In  fiscal  1957,  for  example,  the  property  tax  supplied 
39.7%  of  the  general  revenue — that  is  all  revenue  exclusive  of  liquor  store  revenue,  insur- 
ance trust  revenue,  and  municipal  water  supply  revenue — of  state  and  local  governments 
in  Montana.  The  property  tax  supplied  more  than  two  times  as  much  revenue  as  the  next 
largest  source  of  general  revenue  and  58.3%  of  all  tax  revenue  for  Montana's  state  and 
local  governments.^* 

The  Council's  decision  to  concentrate  on  the  property  tax  was  reinforced  by  events 
during  the  interim  which  aroused  much  public  concern  about  the  property  tax.  In  1959 
the  state  board  of  equalization  reduced  its  level  of  assessments  of  inter-county  utilities. 
This  decision  had  important  consequences  for  many  counties  and  directed  attention  to  the 
question  of  utility  assessments.  However,  the  assessment  of  utilities  is  only  one  face  of  the 
coin.  The  board  claimed  the  reduction  was  necessary  in  order  to  equalize  its  assessments 
with  those  on  the  local  level.  Thus,  behind  the  board's  action  lay  many  other  problems  in 
property  tax  administration. 

This  report  is  not  an  attempt  to  evaluate  or  grade  the  "tax  structure";  neither  does  it 
pretend  to  have  achieved  finality  on  property  tax  questions.  Above  all,  it  does  not  seek  to 
defend  or  attack  our  tax  structure.  No  endorsement  of  the  level  of  services  offered  by  state 
and  local  governments  is  implied.  Neither  is  a  defense  made  of  the  present  level  of  spend- 
ing by  any  agency  or  institution  of  state  government.  Such  a  position  would  have  to  be 
predicated  on  thorough  analysis  of  agency  management  and  spending  patterns  and  would 
properly  be  within  the  province  of  the  executive  budget  director  and  the  appropriations 
and  finance  committees  of  the  legislature.  The  purpose  of  this  report  has  been  to  explore 
some  important  aspects  of  the  property  tax. 


"Charles  F.  Conlon,  "Some  Ta.x  and  Revenue  Problems  of  the  States,"  Slate  Government,  Spring,  1960,  p.  116-117. 

"U.  S.  Department  of  Commerce,  Bureau  of  Census,  1957  Census  of  Governments.  Vol.  Ill,  No.  5,  Compendium  of  Govern- 
ment Finances,  1959,  p.  33  and  35. 
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This  report  contains  recommendations  for  both  short  range  and  long  range  improve- 
ments of  property  taxation.  The  former  are  designed  to  meet  immediate,  specific  needs; 
the  second  provide  the  necessary  first  steps  toward  correcting  the  major  deficiencies  of  our 
property  tax  system. 

Changing  the  assessment  date  to  January  first,  and  passage  of  a  merchants'  inventory 
act  and  a  taxpayers'  responsibility  law  are  directed  toward  assisting  the  county  assessor. 
By  securing  a  more  equitable  and  complete  listing  of  property,  the  merchants'  inventory 
and  taxpayers'  responsibility  acts  would  immediately  plug  a  big  loophole  in  our  property 
tax  system. 

If  the  property  tax  is  to  be  equitable,  it  must  be  based  on  equal  assessments.  It  is 
absolutely  impossible  to  conduct  an  intelligent  program  of  equalization  without  knowledge 
of  the  degree  of  equality  or  inequality  of  intra-county  and  inter-county  assessments.  The 
last  two  recommendations  are  prerequisites  of  a  program  of  equalization.  The  passage  of 
a  realtj^  certificate  act  will  serve  as  a  continuing  means  of  providing  data  for  determining 
ratios  of  assessed  to  true  value.  Once  these  have  been  established,  the  state  will  be  able  to 
adopt  a  state-wide  program  of  equahzation,  based  either  on  the  uniform  ratio  or  variable 
ratio  method. 

The  first  long  range  need  is  information  —  the  second,  necessary  administrative  tools. 
The  administrative  structure  of  the  state  taxing  department  needs  to  be  modernized.  A 
constitutional  amendment  is  proposed  to  permit  the  legislature  to  provide  a  less  cumber- 
some administrative  system  to   implement   tax  collection  and  equalization. 


The  Council  recognizes  that  this  is  a  long  and  complex  report.  That  it  should  be  so  is 
almost  inevitable.  Property  taxation  is  one  of  the  most  complex  and  elusive  subjects  in 
our  state  government  today.  By  trying  to  strike  a  middle  ground  between  a  lengthy  and 
exhaustive  dissertation  and  an  over-simplified,  cursory  review,  the  Council  hopes  it  has 
produced  a  study  which  is  easily  read  and  understood  and  yet  sufficiently  informative  and 
detailed  to  support  its  conclusions  and  recommendations.  While  the  reading  and  compre- 
hension of  this  report  may  prove  difficult,  in  varying  degrees,  for  some  legislators  and  citi- 
zens, the  Council  feels  that  the  rewards  will  be  equal  to  the  effort  for  those  who  undertake 
the  task. 


The  Council  wishes  to  express  its  appreciation  to  the  county  assessors  and  county 
commissioners  who  offered  helpful  suggestions  for  improved  property  tax  administration, 
and  to  Mr.  John  C.  Wilson,  Director,  Division  of  Records  and  Statistics,  State  Board  of 
Health.  The  Council  especially  wishes  to  acknowledge  the  friendly  cooperation  of  the  state 
board  of  equalization  and  its  staff.  Board  members  and  their  employees  devoted  much  time 
and  effort  in  supplying  the  Council  with  information  and  in  explaining  the  administration 
of  the  property  tax. 
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Chapter     I . 

THE    IMPORTANCE    OF 
THE    PROPERTY    TAX 

Nation-wide,  the  role  the  property  tax  plays  at  various  levels  of  government  has  un- 
dergone significant  change  in  the  twentieth  century.'  The  literature  in  the  field  cites  with 
monotonous  frequency  the  fact  that  the  importance  of  this  source  of  revenue  to  state  gov- 
ernments has  declined  sharply.  In  1913  property  taxes  provided  more  than  40%  of  the 
general  revenue  of  state  governments.    By  1959  property  taxes  supplied  only  2.3%.^ 

There  has  also  been  some  diminution  of  the  importance  of  property  taxes  to  local  gov- 
ernments, although  this  decline  has  not  been  nearly  so  sharp  as  at  the  state  level.  In  1913 
property  taxes  amounted  to  about  71%  of  the  general  revenue  of  local  governments  and 
about  59%  in  1946.  In  1957  they  still  supplied  more  than  half  the  income  which  local 
governments  derived  from  their  own  sources  and  remained  by  far  the  largest  single  item 
of  revenue  at  the  local  level. 

Montana  is  no  exception  to  this  national  trend.  As  in  other  states  the  relative  impor- 
tance of  property  taxes  for  state  purposes  has  dropped  over  the  last  fifty  years.  In  1913 
property  taxes  amounted  to  approximately  50%  of  the  state's  tax  revenue;  by  1959  the  per- 
centage had  fallen  to  11.29/f.  The  decline  is  still  more  marked  if  property  tax  income  is 
compared  with  total  revenue  for  state  purposes.  In  1959  property  taxes  brought  in  only 
4.3%  of  all  state  government  revenue. 

This  is  not  to  say  that  property  taxes  have  declined  in  amount  or  that  they  are  no 
longer  important  to  the  economy  of  the  state.  In  1957  property  taxes  supplied  one  of  every 
three  revenue  dollars  for  state  and  local  purposes  in  Montana.  While  property  taxes  have 
been  of  decreasing  importance  to  state  revenue,  the  state's  share  of  property  taxes  levied 
for  all  purposes  by  all  levels  of  government  has  remained  fairly  constant,  as  can  be  seen  by 
the  following  figures: 

Percent  of  Property  Taxes  Levied  for  State 

Purposes  to  Total  of  All  Property  Taxes 

For  All  Purposes,  Select  Years^ 

1922 8.1%  1937 9.2%  1952 7.6% 

1927 _ 6.9%  1942 6.2%  1958 7.8% 

1932 ...7.8%  1947  4.5%  1959 6.6% 


'  "It  is  evident  from  current  data  on  public  revenues  that  the  role  of  the  property  tax  in  contemporary  government  finance  is 
highly  significant.  Nonetheless,  the  position  of  the  property  tax  among  all  ta.xes  has  declined  in  relative  importance  in  the  last 
few  decades,  with  the  major  part  of  the  decline  having  occurred  during  a  fifteen-year  period  that  ended  with  the  conclusion  of 
World  War  II.  Little  change  in  the  relationship  between  revenue  from  the  property  tax  and  total  receipts  from  other  taxes 
has  taken  place  since  the  war."  C.  Ward  Macy,  "The  Property  Ta.x  in  the  Fiscal  System,"  National  Tax  Association,  Pro- 
ceedings of  the  Fifty-first  Annual  Conference,  1958,  p.  57. 

^  The  data  were  taken  from  the  following :  U.  S.  Department  of  Commerce,  Bureau  of  Census,  Historical  Review  of  State  and 
Local  Gnvernmcnt  Finance,  1948;  1957  Census  of  Governments,  Vol.  Ill,  No.  5,  Conifiendiuin  of  Government  Finances,  1959; 
Compendium  of  State  Government  Finances  in  1959,  1960.  Figures  for  1913  are  not  stricth'  comparable  because  in  that  census 
such  things  as  special  districts  and  unincorporated  places  of  less  than  2,500  population  were  omitted.  "General  revenue"  refers 
to  all  revenue  except  insurance  trust  revenue  and  revenues  from  government  owned  and  operated  liquor  stores  and  utility  sys- 
tems. 

'These  figures  were  computed  from  data  taken  from  the  various  biennial  reports  of  the  Montana  state  board  of  equalization. 
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Thus,  the  relative  decline  of  property  taxes  in  the  state  revenue  structure  is  due  to  greatly 
expanded  expenditures  by  state  government,  financed  by  other  taxes  and  revenue  sources 
such  as  federal  aid.* 

Montana  now  relies  more  heavily  on  property  tax  revenue  for  state  purposes  than  all 
but  three  other  states.  In  1959  Montana's  property  tax  revenue  amounted  to  slightly  more 
than  11%  of  our  total  tax  revenue  for  state  purposes.  This  was  exceeded  only  by  Nebraska 
with  almost  30%,  Wyoming  with  about  20%  and  Arizona  with  slightly  more  than  17%.'' 

For  Montana's  local  units  of  government  property  taxes  are  still  the  keystone  of  the 
revenue  structure.  In  1913  property  taxes  supplied  almost  88%  of  all  local  tax  income, 
more  than  95%  in  1932,  and  in  excess  of  93%)  in  1957.  In  1957  all  local  units  of  govern- 
ment in  Montana  received  more  than  93%>  of  their  tax  revenue  from  the  property  tax.  Fi- 
nally, in  1957  property  taxes  supplied  no  less  than  79.9','  of  total  revenue  from  local 
sources  for  counties,  municipalities,  school  districts,  and  special  districts  and  65.2%  of  the 
total  revenue  from  all  sources  for  the  units  of  local  government.'^ 

This  reliance  on  the  property  tax  for  the  support  of  local  governments  is  typical  of 
Montana's  geographic  region.  Property  taxes  as  a  percent  of  total  tax  revenue  of  local 
governments  for  Montana  and  neighboring  states  in  1957  are  shown  below:' 

Montana    93.4  South  Dakota  92.6 

Idaho  96.7  Utah  95.4 

North  Dakota 96.9  Washington 81.2 

Oregon  95.3  Wyoming - 92.6 

The  combination  of  state  property  taxes  and  the  heavy  use  of  this  revenue  source  by 
local  governments  means  that  Montana  has  a  high  total  per  capita  property  tax.  In  1957 
Montana  ranked  5th  in  the  nation  in  per  capita  property  taxes.  State  and  local  per  capita 
property  taxes  for  Montana  and  neighboring  states  are  shown  below:  '^ 

Montana    $109.49  South  Dakota  $  94.66 

Idaho  78.07  Utah 71.33 

North  Dakota 88.25  Washington 55.84 

Oregon  85.08  Wyoming 98.33 

These  figures  indicate  something  about  Montana's  rehance  on  the  property  tax  as  a  source 
of  revenue,  but  they  do  not  necessarily  indicate  the  comparative  property  tax  "burden"  on  citi- 
zens of  the  various  states.    The  figures  are  a  measure  of  the  level  of  property  tax  collections 


'This  relative  decline  began  with  legislation  of  major  importance  for  altering  the  state  government  tax  structure  passed  during 
the  early  1920's.  "From  a  system  devised  primarily  to  secure  the  necessary  revenue  for  the  support  of  government  from  a  di- 
rect property  tax,  Montana  has  during  the  past  four  years  radically  changed  this  system  by  passing  new  legislation  in  the 
form  of  license  taxes  on  natural  resources."  First  Biennial  Report  of  the  Montana  State  Board  of  Eqitalication  for  the  Period 
Ending  June  30,  1924,  p.  14. 

'  These  figures  were  computed  from  data  in  Table  5  of  the  U.  S.  Department  of  Commerce,  Bureau  of  the  Census,  Compendium 
of  State  Government  Finances  in  1959,  1960,  p.  11. 

°  The  figures  on  local  property  taxes  were  derived  from  data  in  Table  23  in  U.  S.  Department  of  Commerce,  Bureau  of  Census, 
1957  Census  of  Governments,  Vol.  VI,  No.  24,  Government  in  Montana,  1959. 

'  The  data  are  from  Table  1  of  U.  S.  Department  of  Commerce,  Bureau  of  the  Census,  1957  Census  of  Governments,  Vol.  V, 
Taxable  Property  Values  in  the  United  States,  1959. 

'  Per  capita  amounts  are  from  U.  S.  Department  of  Commerce,  Bureau  of  Census,  1957  Census  of  Governments,  Vol.  Ill,  No. 
5,  Compendium  of  Government  Finances,  1959,  p.  36. 


within  the  states;  they  are  not  a  measure  of  taxes  collected  from  residents  of  each  state.  Pro- 
fessor Richard  E.  Shannon  of  Montana  State  University  cautioned  against  making  unwarranted 
conclusions  about  "burden"  from  such  per  capita  measurements. 

One  needs  to  be  careful  in  making  such  unqualified  comparisons 
among  the  several  states  on  such  a  basis.  First,  we  need  to  recognize  that 
direct  taxation  of  property  is  a  means  of  levying,  and  once  levied  a  means 
of  collection  within  the  state,  taxes  on  the  basis  of  the  wealth  established 
within  the  state.  In  a  sparsely  populated  state,  such  as  Montana,  per 
capita  property  taxes,  i.e.,  total  property  ta.xes  divided  by  the  total  resi- 
dent population,  may  appear  to  be  a  much  higher  burden  than  they  ac- 
tually are.  The  reasons  for  this  include  that  some  small  part  of  the  prop- 
erty in  Montana  does  not  belong  to  residents  of  the  state  and  hence  is  a 
non-resident  burden.  A  second  factor  to  recognize  is  that  we  as  a  state 
(prior  to  the  admission  of  Alaska  into  the  union  especially)  could  claim 
distinction  in  the  pure  space  available  on  the  average  to  each  one  of  us. 
Even  Texas  has  the  appearance  of  overpopulation  in  comparison  to  Mon- 
tana. (We  have  about  160  acres  per  capita.  There's  only  about  20  acres 
for  each  Texan.)  Another  and  yet  similar  factor  to  recognize  is  that  sev- 
eral great  utilities  cross  our  state — as  a  matter  of  mutual  convenience — 
and  that  this  property  as  well  is  not  properly  a  part  of  the  per  capita 
property  or  per  capita  burden  of  Montana  residents.  These  types  of  prop- 
erty which  we  have  been  listing  account  for  at  least  $195  millions  of  the 
total  taxable  value  on  the  books  or  approximately  30%  of  the  total  as  a 
minimum.^ 

Professor  Shannon  points  out  that  wnth  our  property  tax  we  shift  part  of  the  tax  to  resi- 
dents of  other  states.  In  varying  degrees  other  states  do  likewise.  While  property  taxes 
as  they  fall  upon  residents  of  the  state  are  not  quite  so  large  as  unqualified  per  capita 
figures  indicate,  he  observes  that,  "It  may  well  be  that  as  a  result  of  improper  or  inade- 
quate assessments  the  present  distribution  of  property  taxes  within  or  between  the  several 
counties  of  Montana  is  inequitable." 

MEASURIXG  MONTANA'S  PROPERTY  TAX  INCREASE 

During  the  1930's  Montana  was  in  the  depths  of  a  severe  depression  and  experienced 
little  population  increase.  The  period  since  World  War  II  has  been  marked  by  a  rise  in 
prices,  a  fairly  rapid  population  growth  and  economic  expansion.  Property  tax  dollar  in- 
creases are  evaluated  below  in  terms  of  price  increases  and  growth  in  population  and 
wealth. 

In  the  1920's  annual  property  tax  le\des  for  all  purposes  fluctuated  between  27  and 
30  million  dollars.  (See  Table  3.)  A  total  levy  of  $30,167,900  occurred  in  1930,  a  level  of 
property  taxation  which  was  not  exceeded  until  1947  when  the  lew  totaled  S36,058,431.^" 

By  1933  property  taxes  had  dropped  slightly  and  leveled  off  at  about  25  million  dol- 
lars a  year  during  the  remainder  of  the  1930's.  During  the  years  of  World  War  II,  they 
dropped  again,  reaching  the  lowest  since  1922  with  a  state-wide  levy  of  $22,540,459  in  1943. 
With  the  end  of  World  War  II,  taxes  began  to  rise.  In  1947  a  marked  increase  of  28%  over 
the  previous  year  occurred.  Since  then  there  have  been  annual  increases,  although  none  so 
large  as  that  in  1947. 

The  details  of  property  taxation  for  state  purposes  only,  show  a  smaller  decrease  be- 
tween tax  levies  in  the  1920's  and  the  later  1930's.  In  fact,  the  $2,452,322  property  tax  levy 
in  1934  stood  as  a  record  until  1949.  As  in  the  case  of  property  taxes  for  all  levels  of  gov- 
ernment, taxes  for  state  purposes  declined  during  World  War  II  to  an  all-time  low  of 
$1,363,237. 


'Richard  E.  Shannon,  "Montana's  Tax  Structure,"  Montana  State  University,  Estate  PLinn'mg  and  Taxation:  3.  1960,  p.  98,  99. 

"A  property  tax  high-water  mark  in  1930  and  the  surpassing  of  this  level  in  1947  exactly  fits  a  national  pattern.    See  Mabel 
Newcomer,  "The  Decline  of  the  General  Property  Tax,"  National  Tax  Journal.  Vol.  VI,  No.  1,  ("1953),  p.  38. 


The  post-war  increase  of  property  taxes  for  state  purposes  was  also  slower  in  appear- 
ing. There  were  some  increases  in  1947  and  1948,  but  it  was  not  until  1949  when  the  mill- 
age  for  the  university  system  was  doubled,  that  the  increase  was  large.  From  1945  through 
1948,  three  and  a  half  mills  had  been  levied  for  university  maintenance;  with  the  approval 
of  the  electorate,  the  1949  levy  was  increased  to  six  mills.  An  additional  mill  was  added 
for  the  university  bond  interest  and  sinking  fund.  An  increase  in  the  1949  levy  for  state 
purposes  of  almost  86%  over  1948  brought  the  total  to  $3,361,985,  the  highest  level  up  to 
that  time. 

For  the  next  five  years  there  were  no  millage  increases  and  yet  taxes  for  state  pur- 
poses continued  to  rise  as  a  result  of  a  continued  growth  of  property  values  with  no  corre- 
sponding decrease  in  the  mills  applied.  A  large  jump  in  property  taxes  for  state  purposes 
in  1958  was  the  direct  result  of  the  application  of  the  two  mill  levy  for  the  general  fund. 
This  was  the  first  time  this  levy  had  been  applied  since  1941. 

In  actual  dollar  amounts  property  tax  levies  have  increased  sharply  since  1945.  All 
levels  of  government  have  contributed  to  the  increase.  Table  1  shows  percentage  increase 
since  1945  for  various  purposes.  Levies  for  special  improvement  districts,  state  purposes 
and  schools  have  shown  the  largest  percentage  increases. 


Table  1 
PROPERTY  TAX  INCREASES  SINCE  1945  FOR  VARIOUS  PURPOSES 


1915 

1959 

Pr. 

Cent  Increase 

Acti'al 
Dollai-s 

Corrected  Dollars 

Actual 
Dollars 

Correct 

ed  Dollars 

V-t-al 
Dollars 

Corrected  Dollars 

Purposf 

Cfn-iiimer 
Price 
Index" 

Index  of 

'I  fate  & 

Lo'-al  Oov't 

Costs' 

Ccn'^iimer 
Price 
Index" 

Index  of 

State  & 

Local  Gov't 

Costs' 

Conoi-mer 
Price 
Index 

•idex  of 

Local 
Gov't. 
Costs 

Countv 

$  8.174.507 

11.145.260 

1.374.290 

3.223,163 

587,662 
1.381,940 

S10.626.B59 

14.488.838 

1,786,577 

4,190,112 

763.961 
1,796,522 

$14,241,301 

19.416.829 

2.394.233 

5,615,266 

1  023,801 
2.407,560 

$24,551,374 

42,738,812 

3.072,223 

9,961,028 

3,726,267 

5.961,139 

,$90,010,843 

$19,714,733 

34.319.266 

2,466,995 

7,998,705 

2.992.192 
4,786,795 

$20,459,478 
35.015.677 
2.560.186 
8.300,857 

3,105,223 
4,967.616 

2^0,3'. 
283.4 
123.5 
209.1 

534.0 
331  3 

247,7 

85,5'^, 
136.9 
38  1 
90.9 

291  7 
166,4 
114.8 

43  T%^ 

Schools'  

Miscellaneous^    ... 

Cities  and  Towns 

Special 
Improvement 
Districts        

93.4 

6.9 

47.8 

203  3 

State" 

106,3 

TOTALS   

$25,886,822 

S33,652.869 

$45,098,990 

$72,278,707 

$75,009,037 

66,3 

'  Includes  high  school  district  levies. 

'Includes  levies  for  fire  districts,  hail  insurance,  drainage  and  irrigation  and  others. 

'  Includes  all  livestock  levies. 

'1047-49=100. 

.Source :     Biennial  Reports  of  the  State  Board  of  Equalization. 


Table  2  shows  the  proportions  in  which  the  total  property  tax  levy  has  been  shared 
among  the  several  levels  of  government  in  select  years.  Schools  have  increased  their  share 
by  almost  8  percentage  points,  while  counties  have  lost  shghtly  more  than  10  percentage 
points.  Whether  these  changes  in  the  distribution  of  the  property  tax  represent  a  lasting 
trend,  or  whether  they  will  be  reversed  by  future  millage  changes  at  the  local  level  cannot 
be  predicted. 


Table  2 
SHARE  OF  TOTAL  PROPERTY  TAX  FOR  VARIOUS  PURPOSES,  SELECT  YEARS 

Special 
Cities  Improvement 

State  County  Miscellaneous      Schools  &  Towns  Districts 

Year  %  %  %  %  %  % 

1922 8.1      37.4       2.9      39.6      10.0       2.2 

1927 7.0 

1932 7.8 

1937. 9.2 

1942 6.2 

1947 4.5 

1952 7.6 

1957.. 6.1 

1959 6.6 


35.5 

4.3 

38.5 

9.3 

5.5 

34.6 

3.1 

39.4 

10.4 

4.7 

35.2 

2.7 

38.0 

12.2 

2.7 

33.8 

4.3 

39.3 

12.9 

3.4 

29.9 

4.8 

46.6 

11.4 

2.7 

29.2 

3.9 

43.4 

12.4 

3.4 

27.0 

3.5 

47.9 

11.6 

3.8 

27.3 

3.4 

47.5 

11.1 

4.1 

Source  :    Biennial  Reports  of  the  State  Board  of  Equalization. 

In  1945  property  taxes  were  lower  in  actual  dollar  amounts  than  they  had  been  during 
the  1920's.  State  and  local  government  expenditure.s  were  curtailed  during  both  the  depres- 
sion of  the  1930's  and  World  War  II.  Consequently,  some  of  the  property  tax  increase  since 
1945  can  be  viewed  as  compensation  for  the  low  level  to  which  depression  and  war  had  re- 
duced taxes.  The  state  board  of  equalization  was  aware  of  this  when  it  stated  in  its  Tivelfth 
Biemiial  Report  (1946)  that  mill  levies  had  to  be  increased  despite  increases  in  taxable 
values.  "Because  of  the  depletion  of  funds  accumulated  on  account  of  moratoriums  in  prior 
years,  tax  levies  have  had  to  be  raised  to  meet  increased  costs  of  government,  and  deferred 
maintenance  in  construction  of  buildings,  roads  and  bridges."    (p.  3j 

Property   Tax   Increases   and   Inflation 

Some  of  this  property  tax  increase  has  been  necessary  to  equate  revenues  with  infla- 
tion. Therefore,  the  increase  ought  also  to  be  measured  in  dollars  of  constant  purchasing 
power.  The  effects  of  inflation  can  be  compensated  for  by  means  of  several  types  of  price 
deflators  which  are  derived  from  changes  in  the  cost  of  specifically  defined  goods  and  serv- 
ices. Since  changes  on  price  levels  are  not  uniform  for  all  goods  and  services,  different 
price  indexes  will  not  necessarily  yield  the  same  results. 

Perhaps  the  most  familiar  deflator  is  the  Bureau  of  Labor  Statistics  consumer  price  in- 
dex. This  index  is  determined  on  the  basis  of  changes  in  prices  of  goods  and  services  pur- 
chased by  moderate  income  families  in  cities.  The  years  1947  to  1949  form  the  base  period 
for  the  consumer  price  index.  Another  index,  published  by  the  U.  S.  Department  of  Com- 
merce, is  based  on  costs  of  goods  and  services  purchased  by  state  and  local  governments. 
The  base  period  for  the  index  of  state  and  local  government  costs  is  1954.  If  the  object  is 
to  compensate  for  inflation  in  evaluating  government  spending,  the  latter  index  is  more 
appropriate. 

Table  No.  1  shows  percent  of  property  tax  increases  for  various  purposes  since  1945 
figured  in  terms  of  actual  dollars  and  dollars  corrected  by  means  of  the  two  indexes  re- 
ferred to  above.  In  actual  dollars  property  taxes  for  all  purposes  have  increased  248 Vi-.  When 
figured  in  deflated  dollars,  they  have  increased  115'-  if  the  dollars  are  corrected  by  means 
of  the  consumer  price  index  and  66%  if  the  index  of  state  and  local  government  costs  is 
used. 
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Property  tax  levies  for  state  purposes  and  for  all  purposes  since  1922  are  shown  in 
Table  3  in  both  dollars  and  dollars  corrected  by  using  the  consumer  price  index.  The  table 
also  shows  these  levies  in  dollars  corrected  by  means  of  the  index  of  state  and  local  gov- 
ernment costs  since  1929,  the  first  year  for  which  the  index  is  available. 


Table  3 
PROPERTY  TAXES  LEVIED  FOR  STATE  PURPOSES  AND 
FOR  ALL  PURPOSES 


Corrected 

Dollars 

Index  of 

State  & 

Actual  Dollars 

Consumer  Pi 

•ice  Index  ' 

Local  Gov't  Costs " 

Year 

State 

AU 

State 

All 

State 

All 

Purposes 

Purposes 

Purposes 

Purposes 

Purposes 

Purposes 

1922 

.     $  2.201,603 

$27,307,633 

$  3,082,244 

$38,230,686 

$ 

$ 

1Q9^ 

2,126,696 
2,005,799 
1,919,501 
1,946,032 
1,935,632 
1,925,202 
2,023,242 

27,991,749 

2,913,574 

38,348,696 

1Q94 

26  982,886 

2,747,945 

36,966,554 

1Q95 

26,266,783 

2,552,936 

34,934,821 

1Q9fi 

26  380,466 

2,568,762 

34,822.222 

1927 

27,708,174 

2,613,103 

37,406,035 

1Q9R 

27,277,973 

2,618,275 

37,098,043 

1929 

30,057,625 

2,751,609 

40,878,370 

4,388,811 

65,200,922 

1930 

2,055,928 

30,167,900 

2,878,299 

42,235,060 

4,518,523 

66,303,077 

1931 -.. 

2,253,979 

28,661,148 

3,471,128 

44,138,168 

5,241,812 

66,653,832 

1932 

2,046,307 

26,353,759 

3,499,185 

45,064,928 

5,154,426 

66.382,264 

1933 

1,869,586 

25,362,632 

3,383,951 

45,906,364 

4,239,424 

57,511,637 

1934 

2,452,322 

25,407,656 

4,291,564 

44,463,398 

5,729,724 

59,363,682 

1935 

2,417,933 

25,287,798 

4,110,486 

42,989,257 

5,584,141 

58,401,381 

1936 

2,433,316 

24,208,413 

4,112,304 

40,912,218 

5,766,152 

57,365,908 

1937 

2,350,336 

25,614,461 

3,831,048 

41,751.571 

5,366.064 

58,480,505 

1938 

1,864,260 

25,651,510 

3,094,672 

42,581,507 

4,295,530 

59,104,862 

1939 

1,785,273 

25,045,966 

2,999,259 

42,077,223 

4.180,967 

58,655,658 

1940 

1,819,396 

24,711,383 

3,038,391 

41,268,010 

4,144,410 

56,290,166 

1941 

2,221,162 

25,054,772 

3,531,648 

39,837,087 

4,807,710 

54,231,108 

1942 

1,421,918 

22,824,841 

2,033,343 

32,639,523 

2,855,257 

45,833,014 

1943 

1,459,617 

22,540,459 

1,970,483 

30,429,620 

2,769,672 

42,771,269 

1944 

1,363,237 

22,726,558 

1,813,105 

30,226,322 

2,496,771 

41,623,733 

1945 

1,381,940 

25,886,822 

1,796,522 

33,652,869 

2,407.561 

45,098,993 

1946 

1,394,024 

28,093,366 

1,672,829 

33,712,039 

2,212,737 

44,592,644 

1947 

1,619,483 

36,058,431 

1,700,457 

37,861,353 

2,265,011 

50,431,372 

1948 

1,810,148 

40,698,737 

1,755,844 

39,477,775 

2,282,658 

51,322,493 

1949 

3,361,985 

45,193,150 

3,294,745 

44,289,287 

4,115,037 

55,315,973 

1950 

3,574,802 

46,871,065 

3,467.558 

45,464,933 

4,270,970 

55,998,883 

1951 

3,858,132 

51,896,177 

3,472,319 

46,706,559 

4,277,308 

57,534,564 

1952 

4,187,957 

54,778,389 

3,685,402 

48,204,982 

4,417,676 

57,783,111 

1953 

4,237,749 

56,958,458 

3,686,842 

49,553,858 

4,346,409 

58,418,931 

1954 

4,335,890 

61,751,166 

3,772,224 

53,723,514 

4,335,890 

61,751,166 

1955 

4,424,195 

67,958,151 

3,849,050 

59,123,591 

4,328,958 

66,495,255 

1956 

4,638,242 

74,043.146 

3,988,888 

63,677,106 

4.270,941 

68,179,692 

1957 

4,854,564 

79,148,611 

4,029,288 

65,693,347 

4,250,932 

69,307,015 

1958 

6,665,500 

85,470,212 

5,399,055 

69,230,872 

5,677,598 

72,802,565 

1959 

5,961,139 

90,010,843 

4,768,911 

72,008,674 

4,967,616 

75,009,036 

'1947-49=100. 

'1954=100.    Index  is  not  available  for  years  prior  to  1929. 

Source :    Biennial  Reports  of  the  State  Board  of  Equalization. 


If  property  tax  levies  are  stated  in  dollars  corrected  by  the  consumer  price  index,  prop- 
erty taxes  for  all  purposes  in  1951  exceeded  the  previous  high  in  1933,  and  the  1934  levy 
for  state  purposes  was  exceeded  by  the  1958  levy. 

If  the  levies  are  cori'ected  by  use  of  the  index  of  state  and  local  government  costs,  the 
levy  for  all  purposes  exceeded  the  previous  1931  high  in  1956  and  the  1936  levy  for  state 
purposes  remains  the  highest  to  date. 

Property  Tax   Increases   and   Population 

Some  of  the  increase  in  property  taxes  undoubtedly  reflects  population  growth.  While 
Montana's  population  rise  has  not  been  so  impressive  as  in  some  other  states,  it  has  none- 
theless shown  a  steady  increase.  According  to  tabulations  of  the  Montana  State  Board  of 
Health,  the  state's  population  was  504,600  in  1945  and  by  1959  had  increased  to  662,000. 
Preliminary  totals  of  the  1960  Census  of  Population  indicate  that  Montana's  population  in- 
creased 13%  in  the  1950's.  Population  increases  tend  to  increase  public  spending,  and,  con- 
sequently, affect  the  level  of  taxation  as  well.  An  increase  in  population  means  an  increase 
in  the  number  of  persons  who  require  public  services.  Were  the  level  of  public  spending  to 
remain  constant  and  the  population  to  increase,  the  result  would  be  a  declining  level  of  per 
capita  pubUc  spending  and  possibly  a  decline  in  quality  of  services  performed. 

Taxes  do  not  necessarily  increase  at  the  same  rate  as  population.  If  population  increase 
is  due  to  the  growth  of  age  groups  which  require  services  supported  by  a  particular  tax, 
the  tax  can  be  expected  to  increase  at  a  faster  rate  than  the  population  as  a  whole.  Post- 
depression  birthrate  increases  have  placed  more  children  than  ever  in  the  state's  schools 
and  university  system.  These  increases  have  resulted  in  increased  taxes  for  school  and  uni- 
versity purposes.  The  need  for  space  has  meant  increased  school  construction.  The  demand 
for  expanded  school  curricula  and  more  school  sponsored  activities  has  meant  increased 
and  more  specialized  faculties. 

Moreover,  population  increases,  when  accompanied  by  economic  growth,  have  still  other 
effects  on  public  spending.  Economic  growth  results  in  more  specialization  and  a  greater 
complexity  of  life.  Since  we  are  prosperous,  more  children  remain  in  the  public  schools 
for  more  years.  More  find  it  possible,  and  necessary  for  securing  adequate  employment,  to 
obtain  higher  education.  Increased  numbers  at  a  higher  standard  of  living  means  more 
housing  which  requires  police  and  fire  protection.  More  automobiles  mean  more  traffic  po- 
licemen and  better  highways. 
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Table  4 

PER  CAPITA  PROPERTY  TAXES  FOR  STATE  PURPOSES 

AND  FOR  ALL  PURPOSES 


Corrected 

Dollars 

Index  0 

f  State  and 

Actual 

Dollars 

Consumer 

Price  Index' 

Local  Gov't  Costs  ■ 

State 

All 

State 

All 

State 

All 

Year 

Purposes 

Purposes 

Purposes 

Purposes 

Purposes 

Purposes 

1922 

$     4.03 

$  50.00 

$    5.64 

$  70.00 

$ 

$ 

1923 

3.90 
3.69 

51.36 
49.61 

5.35 
5.05 

70.36 
67.96 

1924    

1925 

3.54 

48.39 

4.70 

64.36 

1926       

3.59 

48.70 

4.74 

64.28 

1927 

3.58 

51.25 

4.83 

69.19 

1928 

3  57 

50  56 

4.85 

68.76 

1929 

3.76 

55.82 

5.11 

75.92 

8.15 

121.09 

1930 

3.82 

56.12 

5.35 

78.56 

8.40 

123.33 

1931 

4.17 

53.04 

6.42 

81.69 

9.70 

116.58 

1932 

3.77 

48.58 

6.45 

83.07 

9.50 

122.36 

1933 

3.43 

46.56 

6.21 

84.28 

8.35 

105.58 

1934 

4.48 

46.46 

7.85 

81.30 

10.48 

108.55 

1935 

4.40 

46.06 

7.49 

78.29 

10.17 

106.36 

1936 

4.41 

43.91 

7.46 

74.22 

10.46 

104.06 

1937 

4.25 

46.28 

6.92 

75.44 

9.70 

105.67 

1938 

3.36 

46.17 

5.57 

76.64 

7.73 

106.37 

1939 

3.20 

44.90 

5.38 

75.43 

7.50 

105.15 

1940 

3.25 

44.17 

5.43 

73.76 

7.41 

100.62 

1941 

4.19 

47.27 

6.66 

75.16 

9.07 

102.32 

1942 

2.84 

45.65 

4.07 

65.28 

5.71 

91.67 

1943 

3.11 

47.96 

4.19 

64.74 

5.89 

91.00 

1944 

2.80 

46.64 

3.72 

62.03 

5.12 

85.42 

1945 

2.74 

51.30 

3.56 

66.69 

4.77 

89.38 

1946 

2.67 

53.83 

3.21 

64.59 

4.24 

85.44 

1947 

3.00 

66.87 

3.15 

70.22 

4.20 

93.53 

1948. 

3.25 

73.13 

3.16 

70.94 

4.10 

92.22 

1949 

5.86 

78.76 

5.74 

77.19 

7.17 

96.40 

1950 

6.05 

79.30 

5.87 

76.92 

7.23 

94.75 

1951 

6.42 

86.35 

5.78 

77.71 

7.12 

95.73 

1952. 

6.89 

90.10 

6.06 

79.28 

7.27 

95.04 

1953 

6.88 

92.47 

5.99 

80.44 

7.06 

94.84 

1954    

6.95 

98.96 

6.05 

86.10 

6.95 

98.96 

1955.. 

7.01 

107.70 

6.10 

93.70 

6.86 

105.38 

1956 

7.26 

115.87 

6.24 

99.65 

6.68 

106,70 

1957 

7.50 

122.33 

6.23 

101.54 

6.57 

107.12 

1958 

10.18 

130.49 

8.24 

105.70 

8.67 

111.15 

1959 

9.00 

135.97 

7.20 

108.77 

7.50 

113.31 

'1947-49=100. 

'  1954=100.    Index  is  not  available  for  years  prior  to  1929. 

Source:    Biennial  Reports  of  the  State  Board  of  Equalization.  Poimlation  figures  were  supplied  by  the  State  Board  of  Health. 
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Whether  property  taxes  have  increased  faster  than  Montana's  population  can  be  deter- 
mined by  measuring  the  taxes  on  a  per  capita  basis.  Table  4  shows  per  capita  property 
taxes  for  state  purposes  and  for  all  purposes  in  dollars  and  corrected  dollars.  These  same 
figures  are  depicted  in  Graphs  1  and  2.  If  per  capita  property  taxes  are  figured  in  actual 
dollars,  they  appear  to  have  far  outstripped  the  population.  If  they  are  figured  in  dollars 
deflated  by  the  consumer  price  index,  the  previous  high  for  state  purposes  in  1934  was  sur- 
passed in  1958;  and  the  previous  high  for  all  purposes  in  1933  was  exceeded  in  1954.  If  the 
dollars  are  deflated  by  the  index  of  state  and  local  government  costs,  1934  per  capita  prop- 
erty taxes  for  state  purposes  and  1930  per  capita  property  taxes  for  all  purposes  remain 
the  highest  to  date. 

Graph    1 
Per  Capita  Property  Taxes  for  State  Purposes 
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Source ;  State  Board  of  Equalization  and  State  Board  of  Health. 
Key: 
Actual  Dollars. ...... 

Consumer  Price  Index.  1947-49=100. 


Index  of  State  and  Local  Gov't  Costs,  1954=100. 


Property   Tax   Increases   and   Property   Values 

Property  taxes  are,  in  effect,  the  removal  of  a  fraction  of  the  worth  of  property  for 
society's  purposes.  The  tax  as  a  percent  of  property  value  provides  another  means  of  meas- 
urement. One  analysis  of  the  property  tax  indicates  that  for  the  nation  as  a  whole,  prop- 
erty tax  revenues  since  World  War  II  are  smaller  in  proportion  to  property  values  than 
they  were  for  the  thirty  years  prior  to  1932.    This  study  states  that: 


-9— 


$140 


.  .  .  in  the  early  years  of  this  century  [the  property]  tax  increased 
more  rapidly  than  the  tax  base.  A  comparison  of  the  property  tax  rev- 
enues with  the  National  Bureau  of  Economic  Research  estimates  of  na- 
tional wealth  (the  best  available  approximation  to  the  potential  prop- 
erty tax  base)  shows  that  the  ratio  of  revenue  to  wealth  doubled  between 
1902  and  1932.  With  the  depression  of  the  thirties,  however,  property  tax 
collections  declined  by  more  than  one-fifth,  and  they  were  not  restored 
to  the  pre-depression  peak  until  1947.  Even  then  they  were  low  in  terms 
of  the  potential  tax  base.  In  1948  the  ratio  of  revenue  to  wealth  had  drop- 
ped back  to  the  1902  level.  It  was  just  half  of  what  it  had  been  in  1932. 
Such  data  as  are  available  for  tax  collections  and  real  estate  values  dur- 
ing the  past  five  years  indicate  that  this  ratio  may  have  risen  slightly,  but 
it  is  certainly  far  below  that  of  twenty  years  ago.  No  other  important  tax 
has  been  moderated  to  this  degree  in  recent  years.^^ 

Graph  2 

Per   Capita  Property   Taxes  for  All  Purposes 
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Source:  State  Board  of  Equalization  and  State  Board  of  Hcaltli. 

Key: 
Actual  Dollars. 

Consumer  Price  Index,  1947-49=100.    

Index  of  State  and  Local  Gov't  Costs.  1954=100. 


1949 


1954 


1959 


"  Mable  Newcomer,  "Trends  in  Property  Taxation,"  National  Tax  .Association,  "Proceedings  of  the  Forty-sixth  .litntul  Confer- 
ence on  Taxation,  1953,  p.  50. 
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Whether  or  not  Montana's  experience  fits  this  national  pattern  cannot  be  stated  with 
finality.  Table  5,  which  shows  all  property  tax  lexies  as  a  percent  of  statewide  assessed 
values,  reveals  that  property  tax  levies  as  a  percent  of  property  valuations  have  increased 
since  World  War  II.  However,  to  conclude  that  the  increase  in  property  taxes  as  a  percent 
of  assessed  values  represents  an  increased  ratio  of  tax  to  wealth,  we  must  assume  that  the 
assessed  value  has  maintained  the  same  ratio  to  true  value  through  the  period  of  years  in- 
cluded in  the  table.  Such  an  assumption  is  unsafe.  Population  increase  and  growth  of  the 
economy  ought  to  result  in  increases  in  the  amounts  of  property  and  hence  in  increased 
total  property  value.  Table  5  also  shows  state-wide  assessed  values  and  per  capita  assessed 
values  in  actual  dollars  and  dollars  corrected  by  the  consumer  price  index.  The  table  shows 
that  in  1947  total  assessed  value  and  assessed  value  per  capita  in  actual  dollars  were  below 
the  same  figures  for  1927.  In  corrected  dollars  the  total  assessed  property  value  of  the  state 
in  1959  was  still  below  that  of  1922.  Another  estimate  of  per  capita  assessed  property  val- 
uations in  terms  of  a  dollar  of  constant  value  reveals  that  between  1929  and  1950  per  capi- 
ta assessed  values  in  Montana  declined  by  37  ^c'-  That  the  value  of  all  property  in  Mon- 
tana was  less  in  1950  than  in  1929  or  less  in  1959  than  in  1922  would  seem  hard  to  believe. 

Table  5 

TOTAL  PROPERTY  TAX  LEVIES  AS  A  PERCENT  OF  STATE-WIDE  ASSESSED 

VALUES— PER  CAPITA  STATEWIDE  ASSESSED  VALUES— SELECT  YEARS 


Year 

State- Wide 

Assessed 

Value 

Total 

Property 

Taxes 

Levied 

Property 

Taxes  as 

a  Percent 

of  Assessed 

Value 

State- Wide 
Assessed 
Value- 
Corrected 
Dollars 

Per  Capita 
Assessed 

Value 
in  Dollars 

Per  Capita 
Assessed 
Value  in 
Corrected 
Dollars  ' 

1922 

..    $1,472,548,239 

$27,307,633 

1.85^f 

$2,061,567,534 

82,696.30 

$3,774.82 

1927 

..       1,372,832,151 

27,708,174 

2.02 

1,853,323,403 

2,539,31 

3,428.07 

1932 

..      1,193,412,169 

26,353,759 

2.21 

2,040.734,809 

2,199.75 

3,761.57 

1937 

..      1,018,074,672 

25,614,461 

2.52 

1,659,461,715 

1,839.52 

2,998.41 

1942 

..      1,101,415,478 

22,824,841 

2.07 

1,575,024,134 

2,202.83 

3,150.05 

1947 

..      1,255,781,086 

36,058,431 

2.87 

1,318,570,140 

2,328.97 

2,445.42 

1952.  

..      1,799,847,863 

54,778,389 

3.04 

1,583,866,119 

2,960.28 

2,605.04 

1957 

..      2,135,262,189 

85,470,212 

4.00 

1,772,267,617 

3,300.25 

2,739.21 

1959 

..      2,259,690,085 

90,010,843 

3.98 

1,814,531,138 

3,413.43 

2,740.98 

'  Consumer  Price  Inde.x.  1947-49=100 

Source :  State  Board  of  Equalization  and  State  Board  of  Health. 

Thus,  increases  in  property  tax  le\-ies  as  a  percent  of  assessed  value  as  shown  in  Table 
5,  in  part  at  least,  may  reflect  a  decline  in  the  level  of  assessment.  To  determine  to  what 
extent  property  taxes  have  increased  as  a  percent  of  actual  property  values,  we  need  to 
know  either  the  true  value  of  all  property  in  the  state  or  ratios  of  assessed  to  true  value 
over  a  series  of  years.    Such  figures  are  not  available. 

In  actual  dollar  amounts  property  taxes  in  Montana  have  skyrocketed.  \Vhen  these  in- 
creases are  viewed  in  terms  of  dollar  decline  and  population  increase,  they  appear  less 
rampant.  That  property  taxes  have  increased  at  a  faster  rate  than  growth  of  wealth  is  not 
certain. 


"Mable  Newcomer,  "The  Decline  of  the  General  Propert>-  Tax."  Xational  Tax  Journal,  \'ol.  VI,  Xo.  1.  March  19S3,  p.  48. 
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Chapter     II. 

THE    PROPERTY    TAX    BASE    AND 
PROPERTY    CLASSIFICATION 

In  proportion  to  the  actual  value  of  all  property,  property  taxes  may  be  no  higher,  or 
perhaps  even  less,  than  they  were  in  previous  decades.  Within  individual  taxing  jurisdic- 
tions, however,  all  property  or  some  classes  of  property  might  well  be  carrying  unduly 
heavy  loads.  What  tax  load  the  various  kinds  of  property  support  is  determined  by  their 
total  value,  their  classification  and  their  location. 

The  tax  yield  of  a  class  of  property  is  partially  a  result  of  its  "assessed  value";  if  its 
assessed  value  increases,  it  will  supply  more  tax  revenue.  Hovi^ever,  the  tax  yield  of  va- 
rious classes  of  property  is  not  in  proportion  to  their  assessed  value.  In  Montana  all  prop- 
erty is  placed  in  one  of  seven  classes,  and  mill  levies  are  applied  to  a  specified  percentage 
of  the  assessed  value  of  each  class.  Thus,  the  "taxable  value"  of  property  depends  not 
only  upon  its  value  but  upon  the  effects  of  the  classification  law  as  well. 

The  tax  load  on  property  is  also  influenced  by  its  location.  Unlike  the  income  tax, 
where  equal  tax  bases  are  subject  to  the  same  state- wide  levy  and  pay  equal  amounts  of 
tax,  property  in  Montana  is  subject  to  varying  mill  levies  of  the  several  taxing  jurisdic- 
tions. The  property  tax  bill  a  taxpayer  receives  is  determined  by  the  application  upon  the 
total  taxable  valuation  of  his  property  the  sum  of  all  mill  levies  to  which  he  is  subject. 
Since  mill  levies  vary  among  taxing  jurisdictions,  individuals  with  comparable  amounts  of 
taxable  valuation  v.'ill  not  necessarily  pay  similar  tax  bills  if  they  live  in  different  school 
districts,  towns,  or  counties. 

MONTANA'S  PROPERTY  CLASSIFICATION  LAW 

Classification  of  property  can  be  defined  as  a  differentiation  among  different  kinds  of 
property  for  tax  purposes.  It  results  in  some  classes  of  property  paying  less  taxes  than 
others.  Classification  can  be  comprehensive  or  partial.  It  can  be  achieved  by  law  or  ex- 
tralegally  by  deliberate  or  unintentional  action  of  assessors  in  the  conduct  of  their  office, 
or  by  a  combination  of  legal  and  extralegal  means.  If  "comprehensive  classification"  is  de- 
fined as  a  "differentiation  among  broad  classes  of  real  and  personal  property,  by  means  of 
unequal  rates  of  assessment,  or  unequal  rates  of  tax,  or  a  combination  of  the  two"  as  op- 
posed to  the  "exemption  or  special  treatment  of  intangibles,  household  goods,  or  even  pen- 
sonal  property  in  general"  or  the  "special  treatment  of  utihties,  banks,  cooperatives,  forests, 
stored  grains,  new  industries  and  petroleum  companies",  then  the  five  states  with  compre- 
hensive classification  laws  are  Minnesota,  Ohio,  Virginia,  West  Virginia,  and  Montana.' 

Partial  classification  by  means  of  exemptions  or  special  treatment  is  wide-spread.  A 
majority  of  states  exempt  motor  vehicles  from  the  property  tax;  they  are  subject  to  the 
property  tax  in  21  states  and  in  8  others  are  taxed  at  special  rates.  Tangible  personal  prop- 
erty is  completely  exempt  in  Delaware,  New  York,  and  Pennsylvania,  although  in  these 
cases  some  kinds  of  machinery  are  assessed  as  real  property.  Nineteen  states  and  the  Dis- 
trict of  Columbia  exempt  intangibles;  16  others  subject  them  to  special  property  taxation.  In 
only  13  states  are  intangibles  subject  to  local  assessment  for  property  taxation.  Finally,  24 
states  have  partial  exemptions  of  some  classes  of  property.^ 

'  Report  of  the  Governor's  Minnesota  Tax  Study  Committee,  1956,  p.  195. 

'"■  U.  S.  Department  of  Commerce,  Bureau  of  the  Census,  l'>57  Census  of  Governments,  Vol   VI,  Taxable  Property  l'al,i 
the  United  States,  1959,  p.  4-5. 
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'es  III 


Montana's  property  classification  law  has  existed  in  substantially  its  present  form  since 
1919.  The  Montana  Tax  and  License  Commission,  which  was  established  by  the  Fifteenth 
Legislative  Assembly  to  study  tax  problems,  discovered  that  the  absence  of  statutory  class- 
ification among  kinds  of  property  does  not  necessarily  preclude  discrimination.  In  its  re- 
port of  1918  the  Commission  noted  that  despite  statutory  provision  for  assessment  of  all 
property  at  its  full  cash  value,  classes  of  property  were  being  assessed  at  varying  per  cent- 
ages.  Land,  for  example,  was  being  assessed  at  about  30%  of  its  full  value,  cattle  at  about 
45%,  sheep  40'7 ,  horses  52%,  and  bank  stock  at  65%.  They  observed  that  in  effect  Mon- 
tana had  a  property  classification  system  which  was  the  creation  not  of  the  legislative  as- 
sembly, but  of  the  assessors  and  the  county  and  state  boards  of  equalization.  Having  found 
great  differences  in  assessment  among  the  various  counties  and  within  individual  counties, 
the  commission  concluded  "that  the  present  system  of  taxation  is  a  failure,  and  results  in 
unjust  discrimination  and  is  utterly  inadequate."    (p.  11) 

In  addition  to  assessment  at  a  fraction  of  market  value  and  to  a  lack  of  uniformity  of 
assessment,  the  commission  found  some  kinds  of  property  largeh'  escaping  taxation.  This 
was  especially  true  of  moneys  and  credits.  The  commission  noted  "a  general  evasion  of  the 
taxes  on  this  species  of  property."  However,  the  commission  was  not  completely  unsym- 
pathetic. They  branded  the  assessment  of  moneys  and  credits  at  100%  of  full  value  as 
confiscation  rather  than  taxation.  "Men  prefer  to  be  honest  in  all  their  dealings,  but  they 
instinctively  resist  the  taking  from  them  in  the  way  of  taxation  of  an  amount  which  seems 
unconscionable,  and  human  nature  in  this  respect  has  shown  itself  to  be  the  same  in  Mon- 
tana as  in  other  states  in  the  union.  Taking  from  a  man  the  greater  part  of  his  income 
is  not  the  proper  aim  of  taxation.  It  is  not  applied  to  other  forms  of  property  as  it  is  under 
our  system  to  moneys  and  credits."    (p.  27) 

The  commission  hoped  to  have  this  kind  of  property  added  to  the  tax  rolls  by  placing 
it  in  a  low  classification  and  to  rid  the  property  tax  of  its  ills  by  the  institution  of  a  com- 
plete system  of  property  classification.  "To  equally  distribute  the  tax  burden  so  as  to  yield 
the  necessary  revenue,  demands  the  disclosure  and  taxation  of  all  intangible  and  other 
property  (now  escaping)  under  an  equitable  and  reasonable  classified  property  tax.  Prop- 
erty owners  do  not  complain  because  taxes  are  levied,  but  because  of  the  inequality  and 
abuses  that  exist  under  the  present  system."    (p.  26) 

In  response  to  this  report  the  legislative  assembly  passed  Montana's  first  property 
classification  law  in  1919.  The  law  divided  all  properties  into  seven  classes  and  provided 
for  a  percentage  of  the  full  value  of  each  class  which  can  be  taxed.  These  classes  were  as 
follows: 

Class  1.     Net  proceeds  of  mines — taxed  at  lOO'^"   of  true  and  full  value. 

Class  2.  Household  goods,  furniture,  and  such  tangible  personal  property  as  musical 
instruments,  tools,  automobiles,  boats,  and  water  craft — taxed  at  20%  of  true  and  full  value. 

Class  3.  Livestock,  poultry,  and  all  agricultural  products.  Stocks  of  merchandise  of 
all  sorts  together  with  furniture  and  fixtures  used  therewith  —  taxed  at  33  1/3%  of  true 
and  full  value. 

Class  4.  All  lands  and  improvements  on  them,  mining  and  manufacturing  machinery 
— taxed  at  30%   of  full  and  true  value. 

Class  5.  All  secured  or  unsecured  moneys  and  credits  except  the  moneyed  capital  em- 
ployed in  the  banking  business  by  any  banking  corporation  or  individual — taxed  at  77c  of 
true  and  full  value. 
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Class  6.     Shares  of  stock  of  national   banking   associations   and   moneyed   capital   em- 
ployed in  conducting  a  banking  business — taxed  at  407c  of  true  and  full  value. 

Class  7.    All  property  not  included  in  the  preceding  six  classes — taxed  at  40%  of  true 
and  full  value. 

Since  1919  the  classification  law  has  been  subjected  to  the  following  amendments: 

1921:  To  net  proceeds  of  mines  in  class  one  was  added  the  right  to  enter  upon  land 
to  explore  or  prospect  or  dig  for  oil,  gas,  coal  or  mineral  where  the  surface 
title  to  the  land  has  passed  to  another.^ 

1929:  Moneyed  capital  and  shares  of  both  national  and  state  banks  were  made  tax- 
able at  30%.^ 

1937:  "All  office  and  hotel  furniture  and  fixtures"  were  placed  in  class  three 
(33  1/3%).  Added  to  class  five  {Ta  )  were  "all  poles,  lines,  and  other  property 
used  and  owned  by  cooperative  rural  electrical  association  organized  under  the 
laws  of  Montana".^ 

1941:  The  property  of  cooperative  rural  electrical  associations  in  class  five  was  ex- 
plicitly declared  to  include  "transformers,  transformer  stations,  meters,  tools, 
improvements,    machinery"." 

1947:  Grains,  hay,  and  vegetables  on  the  farm  or  in  storage  awaiting  processing  were 
explicitly  excluded  from  class  three  (33  l/37c)  and  placed  in  class  five  (7%;). 
The  inclusion  of  office  and  hotel  furniture  in  class  three  was  changed  to  office 
"or"  hotel  furniture." 

1951:  Unprocessed  products  of  livestock  and  poultry  were  explicitly  included  in  class 
three.  The  inclusion  of  grain,  hay,  and  vegetables  in  class  five  was  changed 
to  "All  unprocessed  agi'icultural  products  either  on  the  farm  or  in  storage  irre- 
spective of  whether  said  products  are  owned  by  the  elevator,  warehouse  or 
flour  mill  owner  or  company  storing  the  same,  or  by  any  other  person  whom- 
soever, and  excepting  Livestock  and  poultry  and  unprocessed  products  of  both." 
Industrial  property,  normally  included  in  class  four,  was  placed  in  class  five 
for  a  period  of  three  years  after  such  property  is  first  assessed.' 

1957:  Cooperative  rural  telephone  associations  were  included  in  class  five.  The  provi- 
sion for  inclusion  of  new  industrial  property  in  class  five  for  three  years  was 
deleted.  Bank  surplus  up  to  the  amount  of  stated  capital  was  changed  to  7%. 
Moneyed  capital  and  shares  of  banks  and  surplus  in  excess  of  slated  capital 
were  retained  at  30%." 


'Laws  of  Montana,  Seventeenth  Regular  Session,  1921,  Ch.  248,  Sec.  1. 

'Laws  of  Montana,  Twenty-first  Session,  1929,  Ch.  64,  Sec.  1-6. 

'Laws  of  Montana,  Twenty-fifth  Session,  1937,  Ch.  130,  Sec.  1. 

'Laws  of  Montana,  Twenty-seventh  Session,  1941,  Ch.  107,  Sec.  1. 

^  Laws  of  Montana,  Thirtieth  Session,  1947,  Ch.  286,  Sec.  1. 

'  Laivs  of  Montana,  Thirty-second  Session,  19S1,  Ch.  178,  Sec.  1  and  Ch.  45,  Sec.  1. 

'Laws  of  Montana,  Thirty-fifth  Session,  1957,  Ch.  88,  Sec.  1  and  Ch.  172.  Sec.  1. 
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Theoretically  the  justification  for  property  classification  is  that  different  classes  of 
property  have  different  earning  powers.  The  Minnesota  Governor's  Tax  Study  Committee 
stated  that: 

The  argument  most  commonly  advanced  in  favor  of  classification  is 
that  it  enables  the  property  tax  to  be  made  more  "scientific"  by  adjusting 
the  tax  on  different  kinds  of  property  in  accord  with  the  character  of  the 
property.  A  case  can  be  made  for  taxing  some  types  of  property  more 
heavily  than  others,  if  it  is  thought  desirable  to  distinguish  among  differ- 
ent kinds  of  property  in  terms  of  their  income-producing  capacities.  But 
whether  a  workable  system  of  classification  which  makes  the  proper  dif- 
ferentiation can  be  devised  is  another  matter. ^° 

A  classification  law  itseK  may  be  equitably  drawn  but  poor  application  of  the  law  can 
result  in  inequities.  Montana's  classification  law  was  based  on  the  assumption  that  the 
different  classes  of  property  would  be  assessed  on  the  uniform  basis  of  full  cash  value.  If 
the  different  classes  are  not  uniformly  assessed,  either  at  market  value  or  some  consistent 
fraction  thereof,  the  intended  effects  will  be  distorted.  In  its  sixteenth  biennial  report 
(1954)  the  state  board  of  equalization  stated  that  the  classification  law  is  "necessarily  an- 
chored to  the  full  cash  value  provision  of  section  84-401,  and  when  we  deliberately  cut  loose 
from  that  anchor  we  began  to  drift.  The  administration  of  the  law  has  so  deteriorated  over  the 
years  that  we  now  have  a  situation  where  assessments  are  made  upon  various  percentages 
of  full  value,  resulting  in  a  classification  law  within  a  classification  law."    (p.  15) 

The  Council  considered  proposals  to  alter  or  to  abolish  Montana's  property  classifica- 
tion law.  Tables  6  and  7  illustrate  the  effects  of  some  of  these  proposed  changes.  The  ta- 
bles are  based  on  the  assumption  that  existing  levels  of  assessment  on  the  different  classes 
would  not  be  altered. 

The  first  of  the  two  tables  shows  the  tax  dollars  each  type  of  property  would  supply 
under  several  possible  changes  in  the  property  classification  law.  A  levy  of  100  mills  was 
used  for  the  calculation  of  tax  dollar  payments  under  the  present  classification  law.  To  de- 
termine the  effects  of  the  changes,  the  millage  was  adjusted  up  or  down  so  as  to  result  in 
approximately  the  same  total  property  tax  income.  For  example,  if  the  classification  law 
were  discarded,  the  tax  base  would  increase  3.34  times;  therefore,  the  millage  employed 
was  reduced  to  30  mills.^^ 

The  second  table  shows  the  effects  of  these  changes  in  the  classification  law  as  per- 
centages. 


"Report  of  the  Governor's  Minnesota  Tar  Study  Committee,  1956,  p.  196,  A  National  Tax  Association  committee  examined  the 

classification  laws  of  Kentucky,  Minnesota,  Montana,  Ohio,  Virginia  and  West  Virginia  as  they  pertain  to  machinery  and 

equipment  and  merchants'  inventories.    The  committee  reached  the  following  conclusion : 

In  general,  existing  classification  systems  seem  to  be  based  on  no  specifically  discernable  theoretical  pattern.  Apparently 
they  were  frequently  developed  on  the  basis  of  compromise  and  were  motivated  by  the  desire  to  legalize  the  assessment 
status  quo  and  to  provide  a  favorable  climate  for  business  and  industry.  If  the  principle  of  classification  is  to  be  perma- 
nently retained  and  more  generally  used,  classifications  should  be  placed  on  a  more  scientific  basis. 

The  committee  stated  that  further  research  would  be  required  before  this  could  be  done.    National  Tax  .-Kssociation,  '"Interim 

Report  of  the  Committee  on  Personal  Property  Taxation  on  tlie  Taxation  of  Tangible  Personal  Property  Used  in  Business," 

Proceedings  of  the  Forty-fifth  Annual  Conference  on  Taxatio.i,  1952,  p.  94. 

"  The  question  of  what  portion  of  town  lots  and  improvements,  aircraft  and  motor  vehicles  are  income-producing  was  a  stum- 
bling block.  The  division  of  aircraft  is  the  least  troublesome,  since  in  any  case  it  is  insignificant.  However,  town  lots  and  mo- 
tor vehicles  constitute  a  large  share  of  the  tax  base,  and  poor  judgment  on  their  division  could  result  in  figures  widely  variant 
from  existing  conditions.  Letters  requesting  estimates  on  the  proportion  of  these  properties  which  could  be  classed  as  income- 
producing  were  sent  to  county  assessors,  but  answers  proved  to  be  of  little  help.  Information  from  the  Bureau  of  Census  could 
not  be  used  because  their  criteria  for  distinguishing  classes  of  property  are  not  the  same  as  those  employed  by  the  board  of 
equalization  and  cannot  be  equated.  Several  assessors  estimated  that  25rf  of  town  lots  and  improvements  could  be  classesd  as 
income-producing.  This  figure  was  used.  Seventy  percent  of  aircraft  and  40%  of  motor  vehicles  were  classed  as  income- 
producing.   The  net  proceeds  of  mines  tax  was  kept  at  100%  throughout. 
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Table  6 
EFFECT  OF  HYPOTHETICAL  CLASSIFICATION  LAW  CHANGES  ON 

TAX  DOLLARS  PAID 


Present 

Classification 

100  Mills 


No 

Classification 

30   Mills 


All  at  30%  of 

Assessed  Value 

94  Mills 


Income  &  Non-Income 

Producing  30%  and  20% 

102  Mills 


Real  Estate  &  Improvements 

Irrigated  Land $  1,643,526 

Non-Irrigated  Tillable  Land...  4,039,638 

Grazing  Land 3,051,947 

State  Lands 36,386 

Impr.  on  Agri.  Land  2,848,578 

All  Farm  Land  and 

Improvement  Sub-Total $11,620,075 

Unclassified  Lands $         6,268 

Timber  Lands 229,446 

Industrial  Sites 90,150 

Impr.  on  Industrial  Site 2,079,017 

Patented  Mining  Claims 125,930 

Impr.  on  Pat.  Min.  Claim 160,128 

Res.  Rights  of  Entry 118,732 

City  and  Town  Lots 2,270,434 


Impr.  on  Citj^.  &  Town  Lots.. 


11,099,965 


Total  All  Real  Estate  and 

Improvements $27,800,145 

Livestock 

Horses $       77,729 

Cattle 3,055,998 

Sheep 340,475 

Swine 20,707 

Other 22,702 

Total  All  Livestock $  3,517,611 

Personal  Property  Other 
Than  Livestock 

Hse.  Furn.,  Apparel,  etc $  1,306,235 

Farm.  Mach.  and  Equipment ..  1,770,116 

Mach.  Other  Farm,  or  Mfg 466,323 

Solvent  Credits 423,821 

Ag.  Products  Not  Mdse 342,116 


$  1,643,526 

4,039,638 

3,051,947 

36,386 

2,848,578 

$11,620,075 

$         6,268 

229,446 

90,150 

2,079,017 

37,779 

160,128 

35,620 

2,270,434 

11,099,965 


$       69,956 

2,750,398 

306,428 

18,636 

20,432 

$  3,165,850 


$  1,544,914 

3,797,260 

2,868,830 

34,203 

2,677,663 

$10,922,870 

$         5,892 

215,679 

84,741 

1,954,275 

35,512 

150,520 

33,482 

2,134,208 

10,433,967 


$       65,759 

2,585,374 

288,042 

17,518 

19,206 

$  2,975,899 


$  1,676,396 

4,120,431 

3,112,986 

37,113 

2,905,550 

$11,852,476 


$ 


6,393 

234,034 

91,953 

2,120,597 

38,534 

163,331 

36,332 

578.961 

1,157,921 

2,830,491 

5,660,982 


$27,628,881         $25,971,146        $24,772,005 


$       71,356 

2,805,406 

312,556 

19,009 

20,841 

$  3,229,168 


(  30%  ) 
( 30%  ) 
( 30%  ) 
(  30%  ) 
( 30%  ) 


( 30%  ) 
(  30%  ) 
(  30%  ) 
(  30%  ) 
( 30%  ) 
(  30%  ) 
(  30%  ) 
(  307o  ) 
(  20%  ) 
( 30%  ) 
( 20%  ) 


(  30%  ) 
( 30%  ) 
( 30%  ) 
( 30%  ) 
(  30%  ) 


$  1,959,353 

$  1,841,792 

$  1,332,360 

( 20%  ) 

2,655,174 

2,495,864 

2,708,278 

( 30%  ) 

699,484 

657,515 

713,474 

( 30%  ) 

1,816,376 

1,707,393 

1,852,703 

( 30%  ) 

1,466,213 

1,378,240 

1,495,537 

( 30%, ) 
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Table  6— (Continued) 
EFFECT  OF  HYPOTHETICAL  CLASSIFICATION  LAW  CHANGES  ON 

TAX  DOLLARS  PAID 


Present 

Classification 

100  Mills 


No 

Classification 

30   Mills 


AU  at  30%  of 

Assessed  Value 

94  Mills 


Income  &  Non-Income 

Producing  30%  and  20%) 

102  Mills 


Gds.  Wares  and  Wdse $  2,837,198 

Furn.,  Fix.  of  Stores,  etc 730,742 

Mfg.  Mach.,  Fix 1,465,274 

Min.  Mach.,  Fix 351,171 

Dril.  Rigs,  Oil  Equip 277,069 

Bnk.  Stk.  and  Money  Cap 810,427 

Bank  Surpluses 86,103 

Aircraft 30,575 

Motor  Vehicles— Dealers 110,952 

Motor  Vehicles— Users 4,337,365 

Watercraft 14,014 

All  Other  Personal  Property...  260,849 

Total  All  Personal,  Other 

Than  Livestock $15,620,350 

Operating  Property  of 
Public  Utilities 

Real  Est.  and  Improvement $  1,376,626 

Personal  Prop.  Except  REA 1,199,171 

REA  Property 32,243 

Total  Locallv  Assessed 

Property  and  Utilities $  2,608,040 

Allocations  of  Utility  Lines $11,350,517 

Net  Proceeds  of  Mines $  5,560,929 

Total  of  All  Property  Taxes.    .  $66,457,592 


S  2.553,478 

S  2.400,270 

$  2,604,548 

(  30^:;.  ) 

657,668 

618,208 

670,821 

(  307r  ) 

1,465,274 

1,377,358 

1,494,580 

(  30%  ) 

351.171 

330,101 

358,195 

(  30%  ) 

277,069 

260,444 

282,610 

(30';  ) 

810.427 

761,801 

826,636 

( 30%  ) 

369,012 

346.871 

376,392 

(  30%  ) 

45.863 

43,111 

32,746 

(  30%  ) 

9,356 

(  20%  ) 

99,857 

93,865 

101,8.54 

(  30%  ) 

6.506.048 

6.115,685 

2,654,468 

(  30%  ) 

2,654,468 

(  20%  ) 

21,020 

19,759 

14,294 

(  20%  ) 

203,457 

191,249 

207,526 

(  30%  ) 

$21,956,943 

$20,639,526 

$20,390,846 

$  1,376,626 

1,621.016 

138,182 

$  3,135.824 
$  9,170.157 
$  1,668,279 
$66,725,934 


$  1,294.029 

1.523.755 

129,891 

S  2.947,675 
$  8,619,947 
$  5,227,273 
$66,381,466 


S  1,404,1.59 

1.653,436 

140,946 

$  3,198,541 
$  9,353.560 
$  5,672,147 
$66,616,267 


(  30%  ) 
(  30-7  ) 
(  30%  ) 


(  30%  ) 
(lOO--; ) 
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Table  7 

PER  CENT  OF  EACH  CLASS  OF  PROPERTY  TO  TOTAL 

TAXABLE  PROPERTY  VALUE 


Income  Producing 
Present  No  at  30%  & 

Classification      Classification  All  at         Non-income  Producing 

Law  Law  30%  at  20% 


Real  Estate  and  Improvements 

Irrigated  Land 2.47% 

Non-Irrigated  Tillable  Land 6.08 

Grazing  Land 4.59 

State  Lands 0.05 

Improvement  on  Agricult.  Land..  4.29 

Total  All  Farm  Land  and 

Improvements 17.48% 

Unclassified  Lands 0.01 

Timber  Lands 0.35 

Industrial  Sites 0.14 

Improvement  on  Industrial  Sites..  3.13 

Patented  Mining  Claims 0.19 

Improve,  on  Pat.  Min.  Claim 0.24 

Reserved  Rights  of  Entry 0.18 

City  and  Town  Lots 3.42 

Improve,  on  City  and  Town  Lots..  16.70 

Total  All  Real  Estate  and 

Improvements 41.84% 

Livestock 

Horses 0.12 

Cattle 4.60 

Sheep 0.51 

Swine 0.03 

Other 0.03 

Total  All  Livestock 5.297o 

Personal  Property 
Other  Than  Livestock 

House.  Furn.,  Apparel,  Jewl.,  etc...  1.97 

Farm  Mach.  and  Equipt 2.66 

Mach.  Other  Than  Frm.  or  Mfg 0.70 

Solvent  Credits. 0.64 

Agri.  Prod.  Not  Class,  as  Mdse 0.51 

Goods,  Wares  and  Mdse 4.27 

Furn.  and  Fix.  of  Stores,  Offices 1.10 

Mining  Mach.  and  Fixtures 0.53 


2.46% 

2.33% 

2.52% 

6.05 

5.72 

6.19 

4.57 

4.32 

4.67 

0.05 

0.05 

0.06 

4.27 

4.03 

4.36 

17.40% 

16.45% 

17.80%, 

0.01 

0.01 

0.01 

0.34 

0.32 

0.35 

0.14 

0.13 

0.14 

3.12 

2.94 

3.18 

0.06 

0.05 

0.06 

0.24 

0.23 

0.24 

0.05 

0.05 

0.05 

3.40 
16.64 

3.22 
15.72 

.87 
1.74 
4.25 
8.50 

(30%) 
(20%) 
(30%) 
(20%) 

41.40% 


4.74  7o 


39.12' 


4.48  7o 


37.197o 


0.10 

0.10 

0.11 

4.12 

3.89 

4.21 

0.46 

0.43 

0.47 

0.03 

0.03 

0.03 

0.03 

0.03 

0.03 

4.85  7o 


2.94 

2.77 

2.00 

3.98 

3.76 

4.07 

1.05 

0.99 

1.07 

2.72 

2.57 

2.78 

2.20 

2.08 

2.25 

3.83 

3.62 

3.91 

0.99 

0.93 

1.01 

0.53 

0.50 

0.54 
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Table  7— (Continued) 
PER  CENT  OF  EACH  CLASS  OF  PROPERTY  TO  TOTAL 
TAXABLE  PROPERTY  VALUE 


Present  No 

Classification    Classification  All  at 

Law  Law  30% 


Income  Producing 

at  30%   & 

Non-income  Producing 

at  20% 


Mfg.  Mach.,  Fixtures 2.20% 

Drilling  Rigs,  Oil  Equipt 0.42 

Bank  Stock  and  Moneyed  Cap 1.22 

Bank  Surpluses 0.13 

Aircraft 0.05 

Mtr.  Vehicles  in  Hands  of  Dlrs 0.17 

Mtr.  Vehicles  in  Hands  of  Users 6.53 

Watercraft 0.02 

All  Other  Personal  Property 0.39 

Total  All  Personal  Other 

Than  Livestock 23.51% 

Operating  Property  of 
Public  Utilities 

Real  Estate  and  Improvements 2.07 

Personal  Prop.  Except  R.E.A 1.80 

R.E.A.  Property 0.05 

Total  Locally  Assessed 

Property  and  Utilities 3.92% 

Allocations  of  Utility  Lines 17.08% 

Net  Proceeds  of  Mines 8.37% 


2.20% 

2.07% 

2.24% 

0.42 

0.39 

0.42 

1.21 

1.15 

1.24 

0.55 

0.52 

0.56 

0.07 

0.06 

.05 

(30%) 

.01 

(20%) 

0.15 

0.14 

0.15 

9.75 

9.21 

3.98 

(30%) 

3.98 

(20%) 

0.03 

0.03 

0.02 

0.30 

0.29 

0.31 

32.92% 


31.08% 


30.59% 


2.06 

1.95 

2.11 

2.43 

2.30 

2.48 

0.21 

0.20 

0.21 

4.70% 

4.45% 

4.80% 

13.74% 

12.99% 

14.04% 

2.50% 

7.87% 

8.51% 

Recommendation 

Attempts  to  revise  or  repeal  the  classification  law  -will  have  to  surmount  practical  ob- 
stacles. Every  group  of  property  owners  wants  to  retain  or  improve  its  present  position — 
yet  the  adjustment  of  one  percentage  class  downward  necessarily  results  in  raising  one  or 
more  other  percentage  classes.  Repeal  of  the  law  would  benefit  some  classes  but  would,  in 
effect  raise  the  taxes  of  other  classes. 

The  Council  believes  that  a  future  legislative  assembly  should  seriously  consider  the 
whole  question  of  the  classification  law.  The  various  classes  are  not  necessarily  based  on 
any  consistent  principle  of  discrimination.  The  classification  law  increases  clerical  work 
for  those  who  administer  the  property  tax  and  confuses  property  taxpayers.  The  existence 
of  the  law  is  a  temptation  to  interest  groups  to  reduce  their  property  tax  load  by  secur- 
ing a  more  favorable  classification  from  the  legislature.  However,  the  Council  does  not 
recommend  repeal  at  this  time.  First,  it  is  necessary  that  existing  assessment  provisions  be 
executed.  The  measures  recommended  below  in  Chapter  HI  will  greatly  assist  in  enforce- 
ment of  the  present  system.    Better  assessment  and  equalization  ought  to  be  the  first  goal. 
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Once  uniformity  of  assessments  has  been  achieved,  the  results  of  repeal  of  the  classification 
law  can  be  more  readily  predicted.  All  that  can  be  demonstrated  at  this  time  is  the  effect 
of  changes  in,  or  repeal  of  the  classification  law  if  present  assessment  practices  were  con- 
tinued. Achievement  of  uniform  assessments  is  likely  to  result  in  changes  in  the  property 
tax  base.  Repeal  of  the  classification  law  will  also  alter  the  tax  base.  What  the  property 
tax  base  would  look  like  with  repeal  of  the  classification  law  simultaneously  with  imple- 
mentation of  uniform  assessments  is  not  foreseeable. 

CHANGES  IN  THE  STATE-WIDE  PROPERTY  TAX  BASE 

Within  the  past  generation  important  changes  have  occurred  in  the  make-up  of  the 
property  tax  base  of  the  state  as  a  whole.  These  are  depicted  in  Table  8,  which  shows  the 
taxable  values  and  percent  to  total  of  various  classes  of  property  for  select  years. ^-  In 
general  there  has  been  an  overall  drop  in  the  percentages  of  real  property  and  utilities. 
The  difference  has  been  made  up  by  increases  in  personal  property  and  net  proceeds  of 
mines. 


Table  8 

TAXABLE  VALUE  OF  MAJOR  PROPERTY  CLASSES  AS  A  PERCENT  OF 

TOTAL  TAXABLE  VALUE  OF  THE  STATE  FOR  SELECT  YEARS 


AH  Real  Estate  and 
Improvements 

All  Personal 
Property  Other 
Than  Livestock 

Livest 

ock 

Utilities, 
and  State  . 

l^ocally 
\ssessed 

Net  Proceeds 
of  Mines 

Tear 

Total 
Ta.xable 

%of 
Total 

Total 
Taxable 

%  of 
Total 

Total 
Taxable 

%of 
Total 

Total 
Taxable 

%  of 
Total 

Total 
Taxable 

%of 
Total 

Grand  Total 
Taxable  Value 

1922 

$284,352,957 

61.1'; 

$  59.457.262 

12.8'-; 

S  21.213.410 

4.6'; 

$  95.819.508* 

20.6"r 

$     4.357.141 

0.9',; 

$465,200,282 

1927 

253.757,568 

58.7 

54.757.307 

12.7 

20.694.612 

4.8 

90.858.838' 

21.0 

12.475.782 

2.9 

432.544,107 

1932 

218.495.869 

58.2 

47.128.086 

12.6 

12.820.744 

3.4 

94.092.796* 

25.1 

2.745.951 

0.7 

375.283.446 

1937 

166.054.015 

51.2 

35.191.470 

10.9 

12.564,133 

39 

98.577.555 

30.4 

11.651,799 

3,6 

324.038.972 

1942 

165.006.375 

48.7 

46.431,824 

13.7 

22,796,841 

6.7 

94.813.601 

28.0 

9,511,973 

2.8 

333.560.614 

1947 

178.048.570 

46.8 

62,816.606 

16.5 

29.231,039 

7.7 

102.783.596 

27.0 

7,552,967 

2.0 

380,432.838 

1952 

217,827.092 

41.1 

120.237.240 

22.7 

54.442.912 

10.3 

113.428.658 

21.8 

21,817.893 

4.1 

530.115,803 

1957 

270.349.989 

42.3 

1,50.352.394 

23.5 

31.951.427 

5.0 

136.240.146 

21.3 

50,643,272 

7.9 

639,537,228 

1959 

286.075.414 

42.5 

158,030,431 

23.5 

41.300.463 

6.1 

130.458.607 

19.4 

57,332,200 

8.5 

673,197,115 

*  For  the  years  1922,  1927  and  1932  the  t.ix.-ible  vahie  of  locally  assessed  iitiHty  operating  property  is  inchided  under  "personal 
property  other  than  hvestock,"  and  cannot  be  differentiated.    Consequently,  the  taxable  vahie  of  utilities  and   its  percent  to 
total  are  understated  in  those  years. 
Source :    Biennial  Reports  of  the  State  Board  of  Equalization. 

Livestock  has  formed  a  fairly  consistent  percentage  of  the  base,  except  for  the  years 
following  World  War  II  when  livestock  rose  to  a  peak  in  1952.  Personal  property  other 
than  livestock  also  retained  a  fairly  even  share  of  the  base  until  the  1940's  when  it  began 
to  increase.  By  1958  personalty  had  risen  to  about  ten  percentage  points  above  what  it  had 
been  in  the  1920's  and  1930's. 

The  taxable  value  of  utilities  remained  fairly  level  from  1922  to  1952.  Since  1952  in- 
creases in  the  taxable  value  of  utilities  have  been  noticeable;  however,  utility  valuations 
have  not  increased  as  rapidly  as  the  value  of  personalty.  Consequently,  the  percentage  of 
the  base  formed  by  utilities  has  declined.  Net  proceeds  formed  a  small  part  of  the  base 
in  earlier  decades;  only  in  the  1950's  is  there  a  real  increase  in  valuation  and  in  percent- 
age. 


"  The  make-up  of  the  state-wide  property  tax  base  does  not  necessarily  indicate  the  relative  tax  dollar  load  of  the  various  classes 
of  property  as  erroneously  suggested  by  the  graph  on  page  16  of  the  state  board  of  equalization's  Eighteenth  Biennial  Report 
( 1958).  The  state-wide  base  can  indicate  the  relative  dollar  load  for  the  .general  fund  and  university  state-wide  levies.  Since  the 
property  tax  base  within  each  local  jurisdiction  is  unique  and  since  total  mill  levies  vary  among  jurisdictions,  the  property  tax 
dollar  load  of  the  different  classes  would  reflect  the  same  proportions  as  in  the  state-wide  base  only  on  the  basis  of  happen- 
stance. 
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Graph  3 

Average  Market  Value  Per  Acre  and  Average  Assessed  Value  Per 

Acre  for  Irrigated  Farm  Land  in  Montana,  1926-1958 
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Source:  Average  market  values  per  acre  are  from  the  Agricultural  Research   Service,  U.   S. 
Dept.  of  Agriculture.    The  average   assessed   values  per  acre   are  from   the    Biennial 
Reports  of  the  State  Board  of  Equalization. 
Key: 

Average  Assessed  Value  Per  Acre. 

Average  Market  Value  Per  Acre.  

The  striking  change  is  the  dechne  of  real  estate  as  a  percent  of  the  base.  This  de- 
crease reflects  a  decline  in  the  valuation  of  real  property  during  the  1930's.  Since  World 
War  II  the  taxable  value  of  real  property  has  increased;  however,  by  1958  it  was  still  below 
the  1922  level. 

The  decline  of  real  estate  must  reflect  either  an  actual  decline  of  real  property  values 
or  a  lower  level  of  assessment.  In  its  Second  Biennial  Report  (1926)  the  state  board  of 
equalization  stated  that  assessments  of  real  property  were  close  to  market  values.  The 
board  based  this  assertion  on  the  fact  that  it  had  "secured  a  complete  record  of  the  con- 
sideration named  in  warranty  deeds  on  all  transfers  during  the  year  1925  which  compares 
very  favorably  with  the  assessed  valuations  for  1926."  (p.  13)  This  claim,  as  it  pertains  to 
farm  real  estate  at  least,  is  supported  by  Graphs  3  through  5.  During  the  1930's  in  the 
face  of  increasing  tax  delinquencies,  the  board  adopted  a  policy  of  reducing  real  property 
assessments.  These  reductions  coincided  with  a  sharp  drop  in  land  values,  as  Graphs  3 
through  5  demonstrate,  so  that  assessed  values  were  still  not  far  off  the  market  value  mark. 
Since  World  War  II,  however,  assessments  have  failed  to  keep  pace  with  increases  in  land 
values.  This  is  probably  due  to  what  the  state  board  of  equalization  called  the  assessors' 
"precautionary  regard  for  inflation  tendencies".    (Fourteenth  Biennial  Report,  1950,  p.  3) 

Graphs  3,  4,  and  5  deserve  close  scrutiny.  The  average  per  acre  market  values  are 
estimates  made  by  the  Agricultural  Research  Service  of  the  U.  S.  Department  of  Agricul- 
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Graph  4 

Average  Market  Value  Per  Acre  and  Average  Assessed  Value  Per 

Acre  for  Non-Irrigated  Farm  Land  in  Montana,  1926-1958 
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Source :  Average  market  values  per  acre  are  from  the  Agricultural  Research  Service,  U.   S. 
Dept.  of  Agriculture.    The  average  assessed  values  per  acre  are  from   the   Biennial 
Reports  of  the  State  Board  of  Equalization. 
Key: 

Average  Assessed  Value  Per  Acre. ...- 

Average  Market  Value  Per  .Acre.  

ture.  The  average  assessed  values  per  acre  were  taken  from  the  biennial  reports  of  the 
state  board  of  equalization.  The  levels  of  assessments  in  1956  as  derived  from  these  fig- 
ures are  24.8%  for  irrigated  land,  21.57o  for  non-irrigated  land,  and  23.5'/c  for  grazing  land. 
These  results  coincide  closely  with  data  for  the  same  year  compiled  by  the  Bureau  of  Cen- 
sus. According  to  the  1957  Census  of  Governments,  in  1956  farm  real  estate  in  Montana 
was  assessed  at  22.77o  to  23.37c  of  market  value  as  indicated  by  sales  prices. 

The  total  assessed  value  of  city  and  town  lots  and  improvements  also  declined  during 
the  depression.  Unfortunately,  we  do  not  have  similar  data  on  the  market  value  of  urban 
real  property.  According  to  the  Bureau  of  the  Census,  the  level  of  assessment  on  urban 
real  property  in  1956  was  28.7  to  31.7%.  Thus,  despite  a  sharp  rise  in  urban  real  prop- 
ertv  values  since  1946,  assessment  of  this  class  of  property  is  still  far  from  full  value. 


THE  PROPERTY  TAX  LOAD  OF  CLASSES  OF  PROPERTY 

At  this  time  it  is  impossible  to  measure  the  relative  tax  borne  by  each  class  of  prop- 
erty by  means  of  a  comparison  of  actual  tax  dollars  paid  on  each  class  to  the  full  and 
true  value  of  each  class.  To  make  such  a  comparison  two  things  are  needed:  data  on  tax 
dollars  actually  paid  on  various  classes  of  property  and  the  full  value  of  each  class  of 
property. 
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Graph  5 

Average  Market  Value  Per  Acre  and  Average  Assessed  Value  Per 

Acre  for  Crazing  Land  in  Montana,  1926-1958 
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Source :  Average  market  values  per  acre  are  from  the  Agricultural  Research  Service,  U.  S. 
Dept.  of  Agriculture.    The  average  assessed  values  per  acre  are  from  the   Biemiial 
Reports  of  the  State  Board  of  Equalization. 
Key: 

Average  Assessed  Value  Per  Acre. 

Average  Market  Value  Per  Acre.  

No  state  agency  compiles  data  on  taxes  paid  by  classes  of  property.  The  complex 
maze  of  local  mill  levies  obstructs  the  determination  of  what  property  taxes  are  imposed 
on  each  type  of  property.  The  state  board  of  equalization  publishes  figures  for  taxes  paid 
on  the  several  types  of  rural  land.  These  are  estimates  arrived  at  by  the  use  of  average 
mill  levies.  However,  it  is  impossible  to  estimate  taxes  paid  on  most  personal  property  be- 
cause the  proportions  of  the  several  classes  of  personalty  within  various  taxing  districts — 
and  hence  subject  to  diverse  levies — is  not  known. 

Furthermore,  we  do  not  know  the  full  value  of  each  kind  of  property.  If  reliable  sales- 
assessment  ratio  figures  were  available,  with  breakdowns  as  to  general  kinds  of  real  prop- 
erty, it  would  be  possible  to  estimate  this  relationship  for  real  estate.  But  sales-assess- 
ment figures  supplied  by  the  board  of  equalization  in  the  past  are  of  dubious  validity. 

Until  it  is  possible  to  determine  the  ratio  of  property  tax  payments  on  a  given  class 
of  property  to  the  true  value  of  that  class,  the  full  impact  of  the  combination  of  our  prop- 
erty classification  law  and  assessment  at  less  than  full  value  cannot  be  evaluated,  and  in- 
telligent tax  policy  cannot  be  formulated. 
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Chapter     III. 

THE    REVIEW    AND 
EQUALIZATION    OF    ASSESSMENTS 

For  well  over  a  generation  the  property  tax  has  been  the  object  of  a  large  volume  of 
criticism.  Taxes  are  frequently  evaluated  in  terms  of  ability  to  pay  and  benefits  received. 
A  tax  is  generally  considered  "just"  or  "fair"  if  it  falls  upon  those  who  benefit  from  the 
services  supported  by  the  tax  and  if  it  is  levied  equally  on  persons  of  similar  circum- 
stances. Critics  of  the  property  tax  maintain  it  violates  both  principles.  Ownership  of  a 
home,  for  example,  is  no  measure  of  a  citizen's  ability  to  contribute  to  the  cost  of  govern- 
ment. In  fact  a  tax  on  residences  hits  the  basic  necessity  of  shelter.  Since  property  owners 
benefit  directly  from  some  government  service,  the  tax,  partially  at  least,  measures  up  to 
the  principle  of  benefits  received.  Critics  add,  however,  that  non-proprety  owners  also  ben- 
efit from  services  supported  by  the  property  tax. 

To  violations  of  principle  can  be  added  administrative  short-comings.  Broad  discretion 
and  judgment  Lie  at  the  very  core  of  che  tax.  The  tax  is  levied  on  the  basis  of  "value". 
which  is  neither  static  nor  concrete.  Before  the  tax  bill  can  be  computed,  the  concept  of 
"value"  which  will  be  employed  must  be  defined,  and  then  it  must  be  determined.  This 
process  of  determining  tax  liability  leaves  room  for  greater  imprecision  than  is  possible, 
for  example,  in  determining  income  tax  liabiUty. 

While  it  may  rest  on  shaky  theoretical  grounds,  there  are  some  practical  advantages 
to  the  property  tax,  especially  as  a  means  of  support  of  local  government.  For  many  gene- 
rations it  has  been  accepted  as  a  major  component  of  the  tax  structure.  In  view  of  the 
large  amounts  of  revenue  it  produces,  its  replacement  would  face  difficult,  if  not  insur- 
mountable, obstacles. 

The  property  tax  also  has  some  unique  characteristics  which  give  it  a  utihty  not  pos- 
sessed by  other  members  of  the  tax  family.  It  normally  serves  as  a  stable  and  predictable 
source  of  revenue,  whereas  receipts  from  taxes  which  are  more  responsive  to  economic 
changes,  such  as  income  and  sales  taxes,  tend  to  rise  or  fall,  depending  on  the  state  of  the 
economy.  The  property  tax  rate  is  set  according  to  budget  needs  and  in  this  respect  it  is 
more  elastic  than  taxes  which  require  special  legislative  acts  to  alter  their  rates.  Finally, 
because  it  can  be  administered  and  collected  locally,  the  property  tax  allows  a  considerable 
degree  of  local  fiscal  independence. 

Some  of  these  same  considerations  led  one  author  to  conclude  his  review  of  the  prop- 
erty tax  in  Illinois  as  follows: 

No  other  form  of  local  revenue  could  conceivably  be  equally  produc- 
tive of  revenue.  In  the  light  of  long-term  obligations  payable  from  prop- 
erty tax  levies,  inflationary  presssures,  and  federal  revenue  requirements 
for  military  purposes,  it  appears  that  the  property  tax  will  continue  as 
the  mainspring  of  our  local  revenue  system.  We  may  as  well  be  practical 
in  recognizing  this  fact  and  concentrate  our  efforts  toward  improving  its 
administration.^ 

This  point  of  view  is  reflected  in  tax  literature.  Since  the  late  1940's  interest  in  the 
property  tax  demonstrated  at  national  meetings  such  as  the  proceedings  of  the  National 
Tax  Association  has  been  not  so  much  how  to  replace  the  property  tax  but  how  to  improve 
its  administration. 


'  Bert  Vandervliet,  "Property  Taxation  in  Theory  and  Practice,"   National  Tax  Association,  Proceedings  of  the  Forty-fourth 
Annual  Conference  on  Taxation,  1951,  p.  160. 
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The  fact  that  we  have  the  tax  with  us  and  that  for  the  foreseeable  future  it  will  re- 
main with  us  has  also  spurred  some  states  to  renewed  efforts  to  reform  the  property  tax. 
The  Federation  of  Tax  Administrators  reports  that  from  the  end  of  World  War  II  to  1957 
twenty-eight  states  had  adopted  major  equalization  and  reappraisal  legislation.-  The  goal 
of  most  of  this  action  is  greater  uniformity  of  assessment  within  and  among  classes  of 
property.  The  question  that  arises  is:  To  what  degree  has  Montana's  property  tax  admin- 
istrative  organization   succeeded  in   achieving  property  tax  equity? 

AN  OUTLINE  OF  ADMINISTRATIVE  ORGANIZATION 
The   Comity  Assessor 

The  assessor  is  one  of  several  county  officers  provided  for  in  Article  XVI,  Section  5  of 
the  constitution.  He  is  elected  for  a  four-year  term  and  needs  no  qualifications  for  the 
office  other  than  those  for  suffrage.  He  must  assess  all  taxable  property  in  his  county 
except  what  is  assessed  by  the  state  board  of  equalization.  Motor  vehicles  which  are  not 
part  of  the  stock  of  motor  vehicle  dealers  are  assessed  on  the  first  day  of  January.  All 
other  taxable  property  is  assessed  on  the  first  Monday  in  March.  The  assessor  must  com- 
plete his  assessments  by  the  second  Monday  in  July.  The  assessor  is  required  to  assess 
all  property  at  its  "full  cash  value"  and  to  hst  all  property  in  the  proper  percentage  classi- 
fication for  determining  taxable  value. 

In  order  to  ascertain  the  taxable  property  in  his  county,  the  assessor  "must  require 
from  each  person"  a  statement  of  all  personal  and  real  propertj^  possessed  as  of  twelve 
o'clock  m.  on  the  first  Monday  in  March.  The  assessor  can  subpoena  and  examine  any 
person  about  his  statement.  If  he  makes  any  corrections  on  statements  of  property  pos- 
sessed, the  assessor  is  required  to  notify  the  persons  submitting  the  statement  of  changes 
made.    Property  concealed  from  the  assessor  is  handled  as  follows: 

84-439.  Any  property  wilfully  concealed,  removed,  transferred,  or  misrep- 
resented by  the  owner  or  agent  thereof  to  evado  ':axation,  upon  discovery,  must 
be  assessed  at  not  exceeding  ten  times  its  value,  and  the  assessment  so  made 
must  not  be  reduced  by  the  board  of  county  commissioners. 

The  assessor  is  responsible  for  taxes  lost  on  property  which  he  fails  to  assess  as  fol- 
lows: 

84-445.  The  assessor  and  his  sureties  are  hable  on  his  official  bond  for  all 
taxes  on  property  within  the  county  which,  through  his  wilfull  failure  or  ne- 
glect, is  unassessed. 

84-446.  The  county  attorney  must,  after  the  assessor  completes  the  assess- 
ment book  for  the  year,  commence  an  action  on  the  assessor's  bond  for  the 
amount  of  taxes  lost  from  such  wiKul  failure  or  neglect. 

84-447.  On  the  trial  of  such  action,  the  value  of  the  property  unassessed 
being  shown,  judgment  for  the  amount  of  taxes  that  should  have  been  col- 
lected thereon  must  be  entered. 

The  salary  of  assessors  varies  with  the  population  and  taxable  value  of  the  county. 
The  minimum  salary  is  $3,896  and  the  maximum  $6,689.  Assessors  are  paid  actual  and  ne- 
cessary traveling  expenses  up  to  a  maximum  of  $500. 

'  Federation  of  Tax  Administrators,  "Equalization  Programs   and   Other   State   Supervisory  Activities  in  the   Property   Tax 
Field,"  19S7,  p.  2-7. 
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County   Boards   of  Equalization 

In  general  the  assessor's  work  is  subject  to  examination  by  the  county  board  of  equal- 
ization. Article  XII,  Section  15,  of  the  constitution  establishes  the  board  of  county  com- 
missioners in  each  county  as  a  county  board  of  equalization  and  states  that  the  "duties  of 
such  board  shall  be  to  adjust  and  equalize  the  valuation  of  taxable  property  .  .  .".  Coun- 
ty commissioners  are  required  by  statute  to  meet  between  the  third  Monday  in  July  and 
the  second  Monday  in  August  as  a  county  board  of  equalization  to  examine  the  assessment 
book  and  to  equalize  assessments.  Specifically,  the  county  board  serves  three  distinct  func- 
tions which  the  statutes  fail  to  differentiate  clearly.  The  county  board  serves  as  a  board 
of  review,  a  board  of  equalization  and  a  board  of  appeals.' 

The  county  board's  power  to  equalize  is  clear-cut  despite  the  fact  that  the  part  of 
84-602  which  conveys  this  power  is  not  a  complete  sentence.  The  county  board  can  raise 
or  lower  the  assessment  of  entire  classes  of  property. 

As  part  of  its  review  of  the  assessment  book,  the  board  may  direct  the  assessor  to  as- 
sess property  which  has  escaped  assessment,  or  it  may  direct  him  to  add  to  the  rolls  prop- 
erty omitted  because  of  false  or  incomplete  property  statements  submitted  by  owners.  The 
board  may  direct  the  assessor  to  cancel  entries  in  his  assessment  book  and  substitute  new 
ones  "when  any  assessment  made  by  him  is  deemed  by  the  board  so  incomplete  as  to  ren- 
der doubtful  the  collection  of  the  tax"  (84-609).  In  the  event  the  board  does  direct  the  as- 
sessor to  make  assessment  under  such   circumstances: 

the  clerk  must  notify  all  persons  interested  by  letter  deposited  in  the  post  of- 
fice, postpaid,  and  addressed  to  the  person  interested,  at  least  ten  days  before 
the  action  is  taken,  of  the  day  fixed  when  the  matter  will  be  investigated. 

In  its  capacity  as  a  board  of  review,  the  county  board,  on  its  own  initiative,  can  in- 
crease individual  assessments  as  listed  in  the  assessment  book.  Before  making  any  change, 
the  board  must  notify  the  property  owner  of  its  intention  to  raise  his  assessment  and  in- 
form him  of  the  time  when  he  may  appear  before  the  board.  The  hearing  must  be  held 
not  less  than  five  days  after  the  board  mails  its  notice  of  intention  to  raise  the  assess- 
ment.   The  board  must  also  notify  the  property  owner  of  its  decision. 

However,  in  its  review  of  assessments  the  county  board  cannot  take  the  initiative  in 
making  a  reduction  of  individual  assessments.  The  county  board  can  reduce  individual  as- 
sessments only  in  its  capacity  as  a  board  of  appeals.  Property  owners  seeking  assessment 
reduction  must  apply  to  the  board  on  or  before  August  first.  Before  the  board  can  make 
any  reduction,  the  applicant  must  appear  before  the  board  and  be  examined  under  oath. 
The  board  must  notify  the  applicant  of  its  decision  within  three  days. 

The  assessor  must  be  present  at  the  sessions  of  the  county  board.  If  requested  to  do 
so,  he  must  supply  the  board  with  a  written  statement  explaining  how  he  placed  a  valua- 
tion upon  property  in  question.  The  assessor  may  introduce  and  examine  witnesses  on 
questions  before  the  board.  He  must  also  present  to  the  board  a  statement  of  any  property 
which  escaped  assessment  or  which  was  undervalued.    It  is  a  duty  of  the  board 

immediately  and  while  sitting  as  a  board  of  equalization,  to  investigate  said 
statement,  and  in  the  event  that  any  property  owner  has  been  assessed  for 
property  at  a  smaller  amount  or  at  a  less  valuation  than  should  properly 
have  been  given,  said  board  shall  correct  such  assessment  in  the  manner  pro- 
vided for  the  correction  of  assessments  by  the  board  of  equalization. 


'  ".Assessment  review"  is  generally  used  to  refer  to  tlie  altering  of  individual  assessments.    "Equalization"  is  a  term  usually  ap- 
plied to  the  changing  of  the  assessment  level  of  a  whole  class  of  property. 
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Any  adjustments  by  the  county  board,  either  of  individual  assessments  or  valuations 
of  a  class  of  property,  "may  be  supervised,  reviewed,  changed,  increased  or  decreased  by 
the  state  board  of  equalization."    (Article  XII,  Section  15) 

State  Board   of  Equalization 

The  state  board  of  equalization,  the  chief  tax  administrative  agency  of  the  state,  is  a 
constitutional  board  created  by  Article  XII,  Section  15.  84-702,  R.C.M.  states  that  the  three 
members  shall  be  "known  to  possess  knowledge  of  the  subject  of  taxation  and  skill  in  mat- 
ters pertaining  thereto".  The  members  are  appointed  by  the  governor  by  and  with  the 
advice  and  consent  of  the  senate  for  a  six-year  term.  Each  receives  an  annual  salary  of 
$7000.  The  board's  powers  as  a  property  tax  administrative  agency  are  broadly  stated  by 
the  constitution  as  follows: 

The  state  board  of  equaUzation  shall  adjust  and  equalize  the  valuation  of 
taxable  property  among  the  several  counties,  and  the  different  classes  of  tax- 
able property  in  any  county  and  in  the  several  counties  and  between  individ- 
ual taxpayers;  supervise  and  review  the  acts  of  the  county  assessors  and 
county  boards  of  equalization;  change,  increase,  or  decrease  valuations  made 
by  county  assessors  or  equalized  by  county  boards  of  equalization;  and  exer- 
cise such  authority  and  do  all  things  necessary  to  secure  a  fair,  just  and  equi- 
table valuation  of  all  taxable  property  among  counties,  between  the  different 
classes  of  property,  and  between  individual  taxpayers.  (Article  XII,  Section 
15) 

The  board  is  an  assessing,  administrative,  and  quasi-judicial  agency.  The  board  is  re- 
sponsible for  assessing  net  proceeds  of  mines  and  the  inter-county  property  of  utilities.  It 
has  the  power  to  supervise  the  work  of  county  assessors  and  county  boards  of  equaliza- 
tion and  serves  as  a  board  of  appeals  for  property  owners  who  are  dissatisfied  with  valua- 
tions made  in  the  counties. 

STATE  BOARD   OF  EQUALIZATION'S  SUPERVISORY  POWERS 

The  state  board  has  very  broad  supervisory  powers  over  assessors  and  county  boards 
of  equalization.  Some  of  the  pertinent  statutes  are  as  follows:  (84-708,  Sections  1,  6, 
and  7) 

( 1 )  To  prescribe  rules  and  regulations,  not  in  conflict  with  the  consti- 
tution and  laws  of  the  state  of  Montana,  to  govern  county  boards  of  equaliza- 
tion and  the  assessors  of  the  different  counties  in  the  performance  of  their 
duties. 

(6)  To  have  and  exercise  general  supervision  over  the  administration  of 
the  assessment  and  tax  laws  of  the  state,  and  over  assessors,  county  boards 
of  equalization,  boards  of  county  commissioners,  and  other  officers  of  muni- 
cipal corporations,  having  any  duties  to  perform  under  any  of  the  laws  of  this 
state  relating  to  taxation  to  the  end  that  all  assessments  of  property  be  made 
relatively  just  and  equal  at  true  value  in  substantial  compliance  with  law,  and 
to  supervise  the  administration  of  all  revenue  laws  of  the  state  and  assist  in 
their  enforcement,  and  for  that  purpose  may  visit  each  county  in  the  state 
whenever  deemed  necessary,  and  may  call,  not  to  exceed  one  meeting  of  the 
county  assessors  each  year  at  the  capitol,  for  consultation  and  instruction,  the 
expense  of  such  attendance  to  be  paid  by  the  respective  counties. 

(7)  To  confer  with,  advise  and  direct  officers  of  municipal  corporations 
as  to  their  duties,  with  respect  to  taxation,  under  the  statutes  of  the  state. 
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With  such  broad  powers,  the  degree  of  supervision  exercised  is  bound  to  be  a  function 
of  the  board's  initiative.  The  board  has  not  issued  any  body  of  rules  and  regulations  to 
guide  the  work  of  assessors  and  county  boards  of  equalization.  It  does  confer  with  the 
county  boards  and  gives  some  aid  to  assessors.  The  board's  assistance  to  assessors  is  not 
an  organized  program.  It  amounts  to  a  matter  of  responding  to  requests  by  assessors  for 
help.  State  board  members  and  their  staff  answer  numerous  phone  calls  and  letters  from 
assessors  with  problems.  It  also  employs  three  field  men  for  this  purpose.  In  addition  the 
board  holds  an  annual  meeting  with  the  assessors  where  problems  are  discussed.  With  the 
cooperation  of  the  Montana  State  Assessors'  Association,  the  board  has  compiled  assessment 
guides  and  valuation  schedules  for  personal  property.  Use  of  these  guides  is  up  to  the 
individual  assessor. 

In  the  event  local  officials  fail  to  comply  with  the  statutes  governing  taxation,  the 
board  has  the  duty  and  power: 

84-708.  (8)  To  direct  proceedings,  actions  and  prosecutions  to  be  instituted 
to  enforce  the  laws  relating  to  the  penalties,  liabilities  and  punishment  of  pub- 
lic officials  and  persons,  or  their  agents,  for  failure  or  neglect  to  comply  with 
the  provisions  of  the  statutes  governing  the  revenue  of  the  state  or  municipal 
corporations;  and  to  cause  complaints  to  be  made  against  assessors  and  other 
public  officers  to  the  proper  district  court  for  their  removal  from  office  for  of- 
ficial misconduct  or  neglect  of  duty. 

(9)  To  require  county  attorneys  to  assist  in  the  commencement  and  prose- 
cution of  actions  and  proceedings  for  penalties,  forfeitures,  removal  and  punish- 
ment for  violations  of  the  laws  of  the  state  in  respect  to  the  assessment  of  prop- 
erty and  other  revenue  laws,  in  their  respective  counties. 

To  the  best  knowledge  of  present  members  of  the  state  board,  this  power  has  never  been 
used. 


THE  STATE  BOARD'S  POWERS  OF  REVIEW  AND  EQUALIZATION 

To  achieve  equality  of  assessments  the  board  can  also  employ  its  very  ample  power  to 
change  assessments.  The  board  has  the  power  on  its  own  initiative  to  change  individual 
assessments  or  valuations  of  a  class  of  property;  but,  as  is  the  case  with  county  boards, 
the  state  board  is  bound  by  certain  procedures  before  it  can  do  so.  Before  it  can  increase 
or  decrease  an  individual  assessment,  the  board  must  set  a  place  and  time  for  a  hearing 
and  give  the  property  owner  ten  days'  notice  of  the  hearing.  Before  it  can  cquaUze  the 
valuations  of  one  or  more  classes  of  property,  the  board  must  notify  the  board  of  county 
commissioners  of  its  intention  of  doing  so  and  must  set  a  place  and  time  for  a  public  hear- 
ing. The  board  "shall  have  no  authority  to  raise  the  value  of  any  class  of  property  higher 
than  the  actual  value  established  by  testimony  adduced  at  such  hearing".  The  board  may 
also  assess  property  which  has  not  been  assessed.  To  do  so,  however,  the  board  must  notify 
the  property  owner  of  its  intentions  of  making  the  assessment  and  notify  him  ten  days  in 
advance  of  the  time  and  place  set  for  a  hearing. 

There  have  been  instances  where  the  board  has  reassessed  individual  properties  or  has 
assessed  property  which  escaped  assessment  by  county  officials.  However,  the  board's  ac- 
tion in  such  cases  was  not  part  of  any  organized  campaign  of  equalization;  rather  the  board 
has  made  such  assessments  only  in  response  to  requests.  The  one  example  of  the  board's 
changing  the  valuation  of  a  class  of  property  occurred  in  1958  when  it  raised  the  assess- 
ment of  three  classes  of  land  in  Toole  County. 
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THE  STATE  BOARD  AS  A  BOARD  OF  APPEALS 

Persons  who  have  appealed  their  assessment  to  the  county  board  of  equalization  and 
are  "aggrieved  by  the  action  of  any  county  board  of  equalization",  can  appeal  to  the  state 
board  of  equalization  by  filing  notice  of  appeal  with  both  the  county  and  state  boards 
within  ten  days  of  the  county  board's  action.  The  state  board  must  give  appellants  at  least 
five  days'  notice  of  time  and  place  of  the  hearing.  The  board  may  assign  the  hearing  of  the 
appeal  to  "one  of  its  members,  to  its  secretary,  counsel  or  chief  auditor"  and  make  its  de- 
termination from  the  records  of  the  proceedings. 

The  board  also  hears  "appeals"  from  taxpayers  which  the  board  itself  has  assessed. 

In  1959  fifteen  appeals  from  county  boards  of  equalization  were  begun.  Hearings  were 
held  on  eleven  of  these.    Five  appeals  were  granted;  six  were  denied. 

ASSESSMENT 

The  board  also  acts  as  an  assessing  agency,  where  some  inter-county  properties  are 
concerned.    Chapter  IV  covers  this  subject  thoroughly. 

PROBLEMS  OF  ASSESSMENT 

Two  major  and  almost  universal  problems  of  property  tax  administration  are  underas- 
sessment and  the  absence  of  uniform  assessments. 

Underassessment  arises  when  property  is  assessed  at  less  than  the  level  required  by 
statute.  Several  states  allow  assessing  jurisdictions  to  establish  their  own  level  of  assess- 
ment.   Where  this  is  the  case,  there  is  no  problem  of  underassessment. 

Assessment  uniformity  exists  when  all  classes  of  property  within  a  taxing  jurisdiction 
are  assessed  at  the  same  level.  Since  the  amount  of  property  tax  paid  is  determined 
directly  by  the  value  of  property,  the  equity  of  the  tax  depends  upon  the  degree  of  suc- 
cess taxing  jurisdictions  achieve  in  arriving  at  like  assessments  for  properties  of  equal 
market  value. 

The  Problem  of  Underassessment 

Nearly  %  of  the  states  require  assessment  of  property  at  market  value.  Nine  other 
states  define  a  specific  percentage  of  market  value  at  which  property  is  to  be  assessed. 
Sales  assessment  ratio  studies  conducted  by  the  Bureau  of  Census  during  a  six-months 
period  in  1956  revealed  that  all  states,  including  those  that  recently  have  established  frac- 
tional assessment  levels  in  an  effort  to  legalize  existing  levels  of  underassessment,  fell  short 
of  the  statutory  level  of  assessment  on  real  property. 

Montana's  statutes  require  that  all  taxable  property  be  assessed  at  its  "full  cash  value". 
The  Census  shows  Montana's  assessment  of  real  property  as  8%  of  its  value  as  indicated  by 
sales  prices;  however,  this  figure  was  determined  by  using  taxable  value  rather  than  as- 
sessed value.  The  figure  reflects,  therefore,  not  only  the  performance  of  the  assessor  but 
the  effects  of  our  property  classification  law  as  well.  The  combination  of  underassessment 
and  our  classification  law  means  that  mill  levies  are  applied  to  only  about  87o  of  the 
market  value  of  real  estate. 

The  performance  of  the  assessors  can  be  more  accurately  demonstrated  by  adjusting 
the  census  figures  to  show  assessed  values  as  a  percent  of  sales  prices.  This  reveals  that  in 
Montana  non-farm  residential  property  is  assessed  from  28.7  to  31.77o  of  its  sales  value; 
farm  real  estate  is  assessed  from  22.7  to  23.3%  of  its  sales  value.* 


'  U.  S.  Dept.  of  Commerce,  Bureau  of  Census,  1957  Census  of  Governments,  Vol.  V,  Taxable  Property   lvalues  in  the  United 
States.  1959,  p.  28-29. 

—29— 


Assessment  of  non-farm  residential  property  in  the  United  States  as  a  whole  was 
slightly  less  than  32%  of  market  value.  The  national  average  for  farm  real  property  was 
slightly  more  than  207c.  Thus,  Montana's  assessments  for  non-farm  and  farm  realty  are 
close  to  the  national  averages.  Rhode  Island,  with  more  than  61%  for  non-farm  and  about 
50%  for  farm  real  estate,  had  the  highest  assessment  level  in  the  nation. 

There  are  several  reasons  why  assessments  do  not  reveal  a  closer  compliance  with  the 
law.  Assessments  are  natually  slow  to  respond  to  rapid  changes  in  the  general  price  level. 
This  lag  of  assessments  is  revealed  in  Graphs  3,  4,  and  5  in  Chapter  II  of  this  report.  In 
the  1920's  assessments  of  farm  lands  were  somewhat  less  than  market  value.  During  the 
depression  years  a  decline  in  real  estate  values  coupled  with  relatively  static  assessments 
brought  the  assessment  level  up  to,  and  in  the  case  of  grazing  land  above,  market  value. 
Since  then  a  combination  of  price  increases  and  static  assessments  have  reduced  the  level 
of  assessment  to  new  lows.  Within  limits,  this  "stickyness"  of  assessments  is  understand- 
able. Assessment  rolls  cannot  be  adjusted  overnight,  and  assessors  have  to  be  sure  that 
price  changes  are  not  going  to  be  of  short  duration.  The  degree  of  underassessment  in  re- 
cent years  may,  to  some  extent,  reflect  the  unwillingness  of  some  assessors  to  accept  pres- 
ent day  prices  for  real  estate  as  reflecting  a  lasting  or  "normal"  price  trend.^ 

But  there  is  more  to  underassessment  than  a  natural  lag.  The  assessor's  temptation  to 
underassess  also  helps  explain  the  prevalence  of  noncompliance  with  legal  requirements. 
Where  the  state  imposes  a  property  tax  levy  or  where  state  aid  to  schools  is  apportioned 
on  the  basis  of  yields  from  fixed  mill  levies,  assessors  are  under  considerable  pressure  to 
compete  among  themselves  for  underassessment.  By  assessing  at  less  than  the  average 
level,  the  county  assessor  can  shift  state  property  taxes  to  other  counties  and  increase  ap- 
parent need  for  state  aid  to  schools. 

Even  where  state  levies  and  school  aid  programs  are  not  factors,  there  are  elements 
inherent  in  the  assessor's  position  which  pressure  him  to  underassess.  The  assessor,  who 
among  all  local  officials  receives  the  most  complaints  about  taxes,  can  use  underassess- 
ment to  parry  them.  Because  the  individual  will  often  consider  himself  as  having  received 
a  "break",  underassessment  is  popular  with  property  owners.  This  is  an  important  con-, 
sideration  to  a  man  who  must  retain  his  office  through  election.  Moreover,  by  covering  up 
the  lack  of  uniform  assessments,  fractional  assessments  can  be  a  source  of  comfort  to  the 
assessor;  the  property  owner  who  is  assessed  at  considerably  less  than  the  required  level 
is  unlikely  to  protest  his  assessment  even  though  other  property  may  be  assessed  at  lesser 
percentages  of  the  assessment  standard. 

Through  its  misdirected  hostility  to  taxes,  the  public  places  the  assessor,  and  other  lo- 
cal taxing  officials  as  well,  in  a  difficult  position.  Since  neither  the  assessor  nor  local  leg- 
islative bodies  want  to  appear  responsible  for  any  tax  increases,  a  situation  of  stress  is 
created  between  them.  The  assessor  may  wish  to  keep  assessments  in  line  with  price  in- 
creases, but  he  knows  that  if  he  does  so  and  local  governing  agencies  fail  to  decrease  miU 
levies,  protest  as  he  might,  he  will  probably  incur  public  wrath  for  tax  increases.  If  he 
can  hold  the  line  on  assessments  and  local  legislative  bodies  are  forced  to  resort  to  in- 
creased mill  levies,  responsibility  for  tax  increases  will  be  shifted  to  them.  The  assessor, 
thus,  is  faced  with  two  alternatives:  he  can  administer  his  office  as  required  by  law,  and 
court  political  martyrdom,  or  he  can  abide  by  existing  practices  and  perhaps  place  some  of 
his  troubles  in  someone  else's  lap. 


'  An  extreme  example  of  assessment  "stickyness"  emerged  du  rinR  a  hearing  before  the  Lewis  and  Clark  County  Board  of 
Equalization,  where  it  was  revealed  that  assessment  increases  on  some  vacant  lots  were  the  first  since  1885.  Helena  Independ- 
ent Record,  .\ugust  3,  1960,  p.  3. 
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SOME   EFFECTS   OF   UNDERASSESSMENT 

Underassessment  has  some  undesirable  effects  which  are  not  immediately  obvious." 
Underassessment  transforms  the  office  of  assessor  from  a  technical  and  administrative  po- 
sition to  a  legislative  office.  For  example,  in  Montana  salaries  of  many  local  officials  are 
tied  by  statute  to  population  and  taxable  valuation  of  counties.  By  assessing  at  less  than 
the  legal  hmit,  the  assessor  alters  the  effect  of  these  statutes  and  reduces  the  salaries  of 
some  officials.  Similarly,  fractional  assessments  also  alter  existing  statutory  taxing  and 
bonding  limitations  by  making  them  more  restrictive  than  contemplated  by  law.  This  mis- 
represents the  fiscal  capacities  of  local  governments  and  leaves  some  of  them  with  Uttle  or 
no  financial  elbow  room. 

Drastic  underassessment  also  transfers  some  of  the  budgetary  powers  of  county  com- 
missioners and  city  and  school  district  officials  to  the  county  assessor.  This  situation  has 
been  described  as  follows: 

Fractional  assessment  has  the  added  evil  of  completely  upsetting 
a  normal  political  process  of  local  budgetary  determination.  After  a  unit 
of  government  has  reached  its  maximum  rate  limitation,  its  future  budg- 
etary policy  is  largely  in  the  hands  of  the  assessor.  The  decision  made  in 
his  office  as  to  the  percentage  of  market  value  that  will  be  used  for  assess- 
ment purposes  is  almost  controlling.  Moreover,  decisions  made  by  the  as- 
sessor are  more  apt  to  be  influenced  by  consideration  of  his  political 
future  than  by  the  legitimate  revenue  needs  of  local  government.  Thus 
we  have  the  spectacle  of  the  county  assessor,  whose  sole  function  is  to  find 
and  value  property  at  its  full  value,  charting  the  fiscal  policy  of  most 
local  governments." 

Testimony  before  the  Montana  Governor's  Special  Committee  on  Taxation  in  1955  revealed 
how  some  assessors  have  assumed  the  role  of  "budget  watchdogs".  Assessors  who  testified 
expressed  the  fear  that  if  they  were  to  assess  at  higher  levels,  mill  levies  would  not  be  re- 
duced proportionately.  The  result  would  be  higher  tax  bills.  They  felt  they  could  stave  off 
this  eventuality  by  keeping  assessments  down. 

Furthermore,  the  1957  Census  of  Governments  presents  some  evidence  of  a  correla- 
tion between  underassessment  and  a  lack  of  uniform  assessments  within  assessment  juris- 
dictions. The  Census'  measurement  of  the  extent  of  assessment  inequality  for  non-farm 
houses  in  sample  areas  revealed  "that  inequality  of  assessments  tends  to  increase  as  the 
level  of  assessment  declines."^ 

It  is  not  surprising  that  non-uniformity  of  assessments  correlates  with  underassessment. 
Both  the  assessor  and  property  owners  are  likely  to  be  less  aware  of  deviations  from  the 
normal  assessment  level  when  values  are  stated  in  small  fractions  of  market  value  than 
when  the  values  employed  approach  market  value. 


"  .\  frequently  used  argument  in  the  property  tax  field  is  that  underassessment  is  not  important  as  long  as  assessments  are  at 
a  reasonably  uniform  fraction  of  market  value.  According  to  this  point  of  view,  it  makes  no  difference  to  the  property  taxpay- 
er if  the  tax  is  10  mills  on  100%  of  the  value  or  20  mills  on  ii)''r  of  the  value.  See  Leslie  E.  Carbert,  "Full  Value  Assessment 
vs.  Fractional  Value  Assessment,"  National  Ta.x  Association,  Procccdiniis  of  the  Forty-si.rlh  Annual  Conference  on  Taxation, 
1953,  pp.  164-174;  and  Robert  F.  Kilmer,  "Full  Value  .\ssessments :  The  Legal  View,"  National  Tax  Association,  Proceed- 
ings of  the  Fifty-first  Annual  Conference  on  Taxation.  1958,  jip.  413-420.  Those  who  dismiss  underassessment  as  unimportant 
sometimes  ignore  its  effects  upon  the  office  of  assessor,  its  misrepresentation  of  the  fiscal  capacities  of  local  governments — or 
the  need  for  periodic  revision  of  taxing  and  bonding  limitations — and  its  correlation  with  assessment  inequities,  all  of  which  are 
discussed  in  the  te.xt  below.  Moreover,  they  can  only  assume  the  existence  of  assessment  uniformity.  Finally,  is  there  any  rea- 
son to  believe  that  assessments  can  be  kept  at  a  consistent  fraction  of  market  value  any  more  readily  than  at  market  value  it- 
self? Legal  assessment  at  a  fraction  of  market  value  presupposes  the  ability  initially  to  establish  market  value,  so  why  not 
use  the  latter  as  the  assessment  standard? 

'  F.  John  Shannon,  "Recent  State- Wide  Programs  to  Improve  Local  .Assessments,"  National  Tax  .Association,  Proceedings  of 
the  Forty-fourth  Annual  Conference  on  Taxation,  1951,  p.  167. 

"Frederick  L.  Bird,  The  General  Property  Tax:  Findings  of  the  103~  Census  of  Governments,  1960,  p.  58 
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This  correlation  led  one  analyst  of  the  1959  Census  of  Governments  to  the  following 
conclusion: 

It  would  appear  . . .  that  deep  underassessment  is  a  species  of  built-in 
hazard  in  the  assessing  process.  Equality  of  intra-area  assessment,  diffi- 
cult to  obtain  under  most  favorable  conditions,  is  much  more  difficult 
even  to  approximate  with  assessment  at  minor  fractions  of  full  value. 
There  is  considerable  doubt,  for  this  reason,  that  the  shot-gun-wedding 
type  of  legislation  now  being  adopted  or  urged  to  make  such  underassess- 
ment legitimate  is  a  sound  remedy  of  inequity.' 

Among  students  of  the  property  tax  it  is  common  knowledge  that  this  tax  has  an  ele- 
ment of  regression  in  the  sense  that  low  value  residences  are  generally  assessed  at  a  higher 
level  of  their  worth  than  expensive  homes.  The  Census  of  Governments  also  reveals  a  cor- 
relation of  under-assessment  and  an  increasing  degree  of  regression: 

When  this  regressive  tendency  is  examined  at  different  levels  of  as- 
sessment, it  is  found  to  increase  as  the  level  of  assessment  declines.  This 
finding  reinforces  the  disclosure  .  .  .  that  assessment  becomes  progres- 
sively less  uniform  as  the  degree  of  underassessment  increases.^^ 

The  Problem   of  Uniform  Assessments 

The  need  for  uniform  assessments  on  individuals  of  the  same  class  of  property  is  ob- 
vious. The  need  for  equal  assessments  among  different  classes  of  property  is  just  as  im- 
portant. When  classes  as  a  whole  are  assessed  at  different  levels,  some  classes  will  receive 
tax  windfalls  at  the  expense  of  others.  Since  in  Montana  the  various  classes  of  property 
are  not  taxed  at  equal  percentages  of  value,  the  erroneous  conclusion  that  unequal  assess- 
ments among  classes  do  not  matter  is  sometimes  drawn.  Our  property  classification  law  is 
a  legal  discrimination  among  classes  of  property  for  tax  purposes.  Nonetheless,  it  is  impor- 
tant that  the  several  classes  of  property  be  assessed  uniformly  before  the  application  of  the 
percentage  factors  used  to  determine  the  taxable  value.  Otherwise,  the  result  is  a  serious 
distortion  of  the  intended  effect  of  the  classification  law.  The  law  envisages  a  tax  upon 
307c  of  the  value  of  real  estate  for  example,  but  we  have  already  seen  that  the  census  fig- 
ures reveal  the  fact  that  mill  levies  are  actually  being  applied  against  approximately  97o 
of  non-farm  residential  properties  and  about  7%  of  farm  real  estate. 

Because  a  state-wide  property  tax  is  levied  for  state  purposes  and  because  state  aid  to 
schools  is  contingent  on  a  minimum  local  property  tax  levy,  inequities  will  exist  unless 
property  is  assessed  uniformly  not  only  within  counties  but  among  counties.  Individual 
counties  might  demonstrate  a  considerable  degree  of  uniform  assessments  within  and 
among  classes  of  property;  but  if  uniformity  does  not  exist  among  counties,  taxpayers  in 
counties  with  the  higher  levels  of  assessment  will  pay  disproportionate  shares  of  the  state 
levies,  and  counties  with  lower  levels  of  assessment  are  likely  to  receive  disproportionate 
shares  of  school  aid  money." 


» Ihid.,  p.  59. 
"•  Ibid.  p.  59. 
"  In  its  Fourteenth  Biennial  Report  (1950)  the  Montana  State  Board  of  Equalization  made  the  following  observation: 

The  present  school  finance  program  requires  a  district  levy  of  five  mills,  the  county-wide  levy  of  10  mills  for  elementary 
schools,  and  another  county-wide  levy  of  10  mills  for  high  schools.  The  amount  of  state  aid  hinges  on  the  amount  raised 
by  these  levels.  The  smaller  the  amount  raised  the  greater  the  amount  the  state  must  p.-iy.  If  property  in  a  county  is  un- 
der-valued, it  follows  that  more  state  assistance  is  required.  That  situation  tends  to  be  attractive.  .\ny  undeserved  aid 
granted  to  under-valued  districts  must  be  withheld  from  funds  that  in  fairness  should  go  to  other  districts.  If  the  re- 
cently inaugurated  school  program  sliould  encounter  difficulties,  it  is  conceivable  that  the  major  trouble  will  lie  in  in- 
equality in  assessments  of  real  estate  and  improvements. 
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INTRA-COUNTY  ASSESSMENT  UNIFORMITY 

Volume  V  of  the  1957  Census  of  Governments  provides  some  data  which  can  be  used 
to  indicate  the  extent  of  assessment  uniformity  on  real  estate  in  Montana.  The  data  per- 
tain only  to  the  sales  of  nonfarm  houses  in  23  sample  assessment  areas.  The  data  limits 
analysis  to  this  one  class  of  real  estate.  Data  are  not  available  which  would  permit  a  com- 
parison of  the  extent  of  assessment  uniformity  on  other  types  of  realty  and  on  personal 
property.  Since  the  data  apply  to  limited  geographic  areas,  conclusions  cannot  be  inter- 
preted as  complete  measures  of  state-wide  assessment  characteristics  for  nonfarm  houses. 

Before  an  attempt  can  be  made  to  evaluate  the  degree  of  success  in  achieving  assess- 
ment uniformity  in  Montana,  it  is  first  necessary  to  determine  what  degree  of  devia- 
tion from  absolute  uniformity  is  compatible  with  good  assessment.  The  degree  of  devia- 
tion is  measured  by  the  "coefficient  of  dispersion",  which  is  an  index  of  uniformity;  the 
higher  the  index  the  less  uniform  are  assessments.  (See  footnote  12  for  an  explanation 
of  how  the  coefficient  of  dispersion  is  determined.)  An  analysis  of  the  data  in  the  Cen- 
sus of  Governments  and  a  review  of  discussions  of  this  question  in  other  tax  studies  led 
one  author  to  the  following  conclusion: 

That  one-fifth  of  all  of  the  1^63  selected  areas  were  able  to  show  co- 
efficients of  dispersion  of  less  than  20  in  the  assessment  of  nonfarm 
houses  would  seem  to  indicate  that  a  level  of  20  or  better  for  at  least  this 
major  use  class  of  property  is  attainable  in  all  assessing  areas  that  are 
suitably  organized  and  adequately  staffed  with  well-trained  assessors. 
This  conclusion  is  supported  by  the  previously  cited  determinations  of 
students  of  assessment  administration  respecting  over-all  standards  of 
assessment.^- 

The  coefficients  of  intra-area  dispersion  for  twenty-three  sample  assessment  areas  in 
Montana  are  as  follows:" 

Coefficient  of  Number  of 

Dispersion  Areas 

less  than  15.0  1 

15.0  to  19.9  - 2 

'      20.0  to  24.9  - - - -  -  2 

25.0  to  29.9  - - - -  4 

30.0  to  34.9  - - - 4 

35.0  to  39.9  - - - - - 1 

40.0  to  49.9  -..- 3 

50.0  or  more  - - - - - 6 

Thus,  only  three  areas  fall  within  the  desirable  zone  of  less  than  20.  Six  of  the  twenty- 
three  areas,  or  more  than  V4  of  the  sample,  have  coefficients  of  dispersion  of  50  or  more. 
Eighty-seven  percent  (87%)  of  the  areas  fall  above  20.  The  medium  for  the  twenty-three 
areas  is  32.8;  for  the  nation  as  a  whole  it  is  29.9. 


'"Frederick  L.  Bird,  The  General  Property  Tax:  Findings  of  the  705/"  Census  of  Governments.  1960,  p.  64.    The  coefficient  of 
dispersion  is  determined  as  follows : 

The  ratio  of  assessed  value  to  sales  price  is  determined  for  each  transaction  in  the  sample.  The  median  ratio  is  tlien  de- 
termined. (The  median  is  the  mid  point  of  a  series  arranged  according  to  size.)  The  deviation  in  percentage  points  of 
each  individual  assessment  ratio  from  the  median  is  determined.  The  deviations  of  each  are  totaled  and  averaged  by  di- 
viding the  sum  by  the  number  of  ratios  in  the  sample.  This  average  is  then  divided  by  the  median  ratio.  The  result  is  the 
coefficient  of  dispersion. 

"  From  Table  18  in  Taxable  Property  Values  in  The  United  Stales,  op.  cit.,  p.  88. 
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The  inequities  which  result  where  assessment  uniformity  is  lacking  are  revealed  by 
the  table  below  which  shows  the  tax  bills  for  three  houses  with  a  market  value  of  $15,000. 
The  unequal  assessments  mean  that  property  owner  C  pays  twice  as  much  as  B  and  four 
times  as  much  as  A.  The  coefficient  of  dispersion  for  the  three  assessment  ratios  is  50. 
While  these  examples  are  hypothetical,  the  census  figures  indicate  that  within  some  Mon- 
tana counties  instances  of  such  gross  inequity  do  exist. 


Assessment  ratio  15%  30%  60% 


ABC 

)% 

Assessed  Value 2,250  4,500  9,000 

Tax  at  100  mills $225  $450  $900 

INTER-COUNTY  ASSESSMENT  UNIFORMITY 

The  Census  also  provides  data  on  inter-county  assessment  uniformity  on  non-farm 
houses.  It  must  be  remembered  that  the  data  are  based  on  sample  areas  and  do  not,  there- 
fore, necessarily  represent  inter-area  inequality  for  the  state  as  a  whole.  However,  within 
this  limitation,  the  Census  figures  reveal  that  the  results  for  Montana  are  even  more  alarm- 
ing than  is  the  absence  of  uniform  assessments  on  non-farm  homes  within  the  counties. 
The  coefficient  of  dispersion  of  inter-county  assessment  ratios  for  the  sample  is  46,  the 
highest  in  the  nation.  By  contrast  fourteen  states  have  indexes  of  15  or  less.  IlUnois,  In- 
diana, and  Wyoming  have  a  coefficient  of  dispersion  of  11,  and  Oklahoma  with  10  is  the 
lowest  in  the  nation.  Eight  states  have  indexes  of  30  or  more.  Maine  with  42  and  Virginia 
with  40  share  with  Montana  the  dubious  distinction  of  having  indexes  of  40  or  more.** 

An  analysis  of  the  Census  findings  explained  that  in  most  states  with  a  high  degree 
of  inter-area  uniformity,  inadequate  state  supervision  of  local  assessment  is  probably  a  fac- 
tor.   The  author  concludes: 

The  high  indexes  of  interarea  inequality  are  due  to  a  variety  of  spe- 
cial causes;  but,  in  general,  no  satisfactory  degree  of  interarea  uniformity 
is  to  be  expected,  in  view  of  the  local  character  of  assessment  administra- 
tion, without  active  state  supervision  J  ■' 

AREAS  OF  PROPERTY  TAX  REFOR!\I  EFFORTS 

In  its  Sixteenth  Biennial  Report  (1954)  Montana's  state  board  of  equalization  posed 
the  following  question: 

No  other  state  has  laws  that  are  better,  or  as  well  designed  to  pro- 
mote an  ideal  property  tax  system.  Why  haven't  we  got  it?  (p.  15) 

While  Montana's  tax  property  laws  fall  short  of  being  the  best  in  the  nation,  they  are  not 
so  inadequate  as  to  be  the  sole  cause  of  the  failure  of  the  property  tax  program.  There  is 
no  simple  answer  to  the  board's  question.  If  Montana's  experience  parallels  other  states', 
very  likely  the  breakdown  has  occurred  at  all  levels  of  the  assessment  system. 

"^^1 

"Table  17  in  Taxable  Properly  Values  in  the  United  States,  op.  cit,  p.  87.    In  its  Fifteenth  Biennial  Report,  (1952),  the  State 
Board  of  Equalization  commented  on  the  absence  of  nniform  assessments  on  real  estate  as  follows : 

Property  is  now,  and  probably  will  be  for  many  years,  the  principle  and  most  dependable  source  of  revenue  for  Montana 
counties,  schools  and  municipalities.  Our  constitution  requires,  and  common  sense  demands,  that  it  be  uniformly  assessed. 
That  objective  has  been  substantially  met  in  the  assessment  of  livestock  and  all  other  major  classes  of  personal  property, 
but  in  the  assessment  of  real  estate  and  improvements  there  is  practically  no  uniformity  on  a  state-wide  basis,  (p.  3) 

'^Frederick  L.  Bird,  The  General  Property  Tax:  Findings  of  the  1957  Census  of  Governments,  1960,  p.  64. 
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other  states  have  discovered  that  initial  assessments  are  poorly  made  because  unqua- 
lified persons  occupy  the  office  of  assessor  or  because  assessors  have  inadequate  staffs  and 
appropriations  to  do  the  job  properly.  Good  property  appraisal  is  not  easy  to  achieve.  To 
the  technical  problems  of  the  assessor's  job  must  be  added  the  public  pressures  which  he 
has  to  face. 

Furthermore,  other  states  have  found  that  agencies  of  review  and  equalization  seldom 
function  as  conceived.  A  Colorado  Legislative  Council  study  of  assessment  problems  found 
that  few  taxpayers  avail  themselves  of  the  opportunity  of  appeal  to  county  boards  of 
equalization  and  those  that  do  usually  have  their  petitions  rejected.'"  On  the  other  hand, 
the  county  boards  make  adjustments  in  assessments  only  in  response  to  petitions.  The 
Colorado  study  found  only  a  few  examples  of  county  boards'  altering  assessments  on  their 
own  initiative.  The  Council  discovered  no  instances  of  a  county  board's  increasing  an  as- 
sessment or  directing  the  assessor  to  supply  omitted  assessments. 

Testimony  of  assessors  and  county  commissioners  before  the  Montana  Governor's  Spe- 
cial Committee  on  Taxation  in  1955  indicates  that  the  same  situation  exists  in  Montana. 
The  county  boards  of  equalization  do  not  really  exercise  their  powers  of  assessment  review 
but  confine  themselves  to  functioning  solely  as  a  board  of  appeals. 

The  Colorado  report  also  concluded  that  the  performance  of  the  Tax  Commission,  a 
three-man  board  similar  in  powers  and  functions  to  Montana's  State  Board  of  Equaliza- 
tion, was  inadequate.  The  Commission  did  give  some  aid  and  supervision  to  assessors,  but 
most  of  its  policies  were  in  the  form  of  recommendations  or  suggestions  and  were  either 
not  understood  or  were  ignored  by  assessors.  The  report  attributed  the  Commission's  ad- 
ministrative failings  to  inadequate  staff,  the  combination  of  too  many  functions  under  one 
agency,  and  the  inherent  weakness  of  a  multiheaded  form  of  administration. ''^ 


"Colorado  Legislative  Council,  Colorado  Property  Assessment  Methods,  1958. 

"  Failure  of  appeal  procedure  in  the  state  of  Washington  is  discussed  in  James  K.  Hall,  "Assessment  Equalization  in  Washing- 
ton," National  Tax  Journal,  Vol.  IX,  No.  4,  (1956),  pp.  302-325.  The  author's  study  of  appeals  to  county  boards  of  equaliza- 
tion over  a  ten-year  period  led  him  to  the  following  conclusions: 

(1)  Gross  distortions  in  property  assessments  are  undergoing  little  or  no  substantive  correction  by  the  county  boards 
of  equalization. 

(2)  County  boards  of  equalization  have,  in  effect,  abdicated  their  function  of  assessment  equalization  .... 

(3)  The  county  boards  of  equalization,  in  which  counties  assessment  inequalities  tend  to  be  the  greatest,  are,  in  gen- 
eral, doing  the  least — instead  of  the  most — to  correct  discriminatory  assessments. 

(4)  The  number  of  taxpayer  appeals  to  county  boards  of  equalization  for  adjustment  of  assessments  is  not  only  very 
small  in  view  of  the  gross  distortions  prevailing,  but  tends,  in  general,  to  be  in  inverse  proportion  to  the  dispersion  coef- 
ficient and  the  level  of  assessments  for  individual  counties. 

(5)  County  boards  of  equalization  appear  to  display,  in  general,  an  active  disinterest  in,  and  a  passive  resistance  to, 
the  highly  important  responsibility  imposed  upon  them  of  equalizing  assessments.  In  substance,  they  appear  to  have  nulli- 
fied the  tax  law  of  the  state  relating  to  property  tax  equalization  without  asking  the  legislature  for  its  repeal. 

(6)  County  boards  of  equalization,  on  the  basis  of  the  available  evidence,  have  shown  little  or  no  interest  in  ascertain- 
ing the  existing  levels  of  assessment  and  coefficients  of  dispersion  as  they  may  obtain  for  their  individual  counties.  They 
tend  to  act  without  reliable  information  and  thus,  to  the  extent  that  adjustments  in  assessments  are  made,  proceed  on  the 
basis  of  questionable  benchmarks."    p.  323. 

The  following  are  some  of  the  author's  conclusions  to  his  study  of  appeals  to  the  state  tax  commission : 

(1)  The  number  of  taxpayer  appeals  and  the  assessed  valuation  of  the  property  under  appeal  in  comparison  with 
■  the  total  assessed  and  equalized  valuation  of  the  39  count  ies  .  .  .  indicate  that  little  is  accomplished  in  correcting  inequity 
in  local  property  assessments  by  the  Commission  in  its  appellate  capacity. 

(3)  The  Commission  appears  to  have  displayed  little  or  no  concern  in  the  malfunctioning  of  the  county  boards  of 
equalization. 

(5)  The  Commission  appears  to  have  been  remiss  in  its  responsibility  to  bring  to  the  attention  of  the  governor,  the 
legislature  and  the  public  in  its  biennial  reports,  or  otherwise,  the  gross  abuses  existmg  in  the  local  assessment  of  prop- 
erty and  the  failure  of  county  boards  of  equalization  to  equalize  assessments,  and  to  recommend  appropriate  remedial 
legislation  as  the  tax  laws  of  the  state  intend  and  require."    pp.  324-325. 
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The  absence  of  any  real  public  demand  for  equalization  is  another  reason  why  assess- 
ment and  equalization  machinery  has  broken  down  in  so  many  states.  Few  people  under- 
stand the  basis  of  the  property  taxes  they  pay  and  fewer  still  realize  the  extent  of  exist- 
ing inequities.  The  absence  of  any  real  information  on  assessment  levels  is  also  one  reason 
why  taxpayers  fail  to  make  more  use  of  their  rights  of  appeal  to  county  and  state  boards 
of  equalization.^ - 

Unfortunately,  the  lack  of  public  understanding  can  hamper  equalization  efforts.  The 
experience  of  states  which  have  undertaken  extensive  equalization  programs  has  been  that, 
at  least  in  their  initial  stages,  they  meet  with  massive  and  vociferous  public  opposition 
which  in  part  is  due  to  a  lack  of  understanding  of  the  true  purpose  of  the  programs.^'' 
The  public  fears  that  they  will  mean  increased  taxes,  even  in  those  states  which  geared 
their  programs  to  simultaneous  changes  in  taxing  and  bonding  Umitations.  In  part,  oppo- 
sition arises  from  the  well-founded  belief  that  effective  equalization  will  result  in  shifts  in 
the  property  tax  load.  Opposition  to  such  shifts  is  easily  understood.  No  one  wants  to 
pay  more  taxes.  If  inequities  exist,  someone  must  benefit  from  them,  while  others  suffer. 
Therefore,  some  taxpayers  do  have  a  vested  interest  in  the  status  quo;  and  in  the  ab- 
sence of  evidence  to  disabuse  them  of  the  notion,  probably  still  more  believe  they  do. 

Administrators  in  states  conducting  equalization  programs  ha\'e  learned  that  securing 
adequate  public  understanding  of  the  program  was  as  big  a  task  and  as  crucial  to  the  suc- 
cess of  the  program  as  the  technical  problems  invoh'ed.  Montana's  state  board  of  equaliza- 
tion was  aware  of  the  importance  of  public  support  when  it  commented  in  its  Sixteenth 
Biennial  Report  (1954):  "Without  the  moral  .support  of  the  taxpayers  this  board  of  equal- 
ization has  ceased  to  be  such  a  board  and  has  become  merely  a  tax  commission",    (p.  16) 

Equalization  Measures 

The  end  sought  in  property  tax  administration  is  equity.  Measures  designed  to  achieve 
better  original  assessments,  improve  review  and  equalization  of  assessments  and  facilitate 
appeals  for  individual  cases  of  inequity  can  be  complementary  means  to  this  end. 

SECURING  BETTER  INITIAL  ASSESSMENTS 

Obviously,  if  original  assessments  are  perfect,  there  is  no  need  for  equalization — it  al- 
ready exists.  Some  states,  either  as  a  sole  effort  or  as  part  of  a  broader  program  of  equal- 
ization, have  sought  to  secure  better  original  assessments.  In  some  states  this  has  taken 
the  form  of  introducing  qualifications  for  the  office  of  assessor  and  or  altering  the  manner 
of  his  selection.  In  several  states  candidates  for  the  office  must  qualify  by  passing  an 
examination  administered  by  the  central  taxing  agency.  Having  qualified,  the  candidate  is 
chosen  either  by  election  or  by  appointment.  Appointment  may  be  by  a  state  agency,  by 
the  county  board  of  commissioners,  or  by  a  board  specially  created  for  the  pui-pose.  There 
are  objections  to  the  first  two  manners  of  appointment.  Appointment  by  a  state  agency 
smacks  of  centralized  bureaucracy.  Appointment  by  the  county  board  is  closer  to  "home 
rule",  but  the  county  board  is  subject  to  political  pressures  and  its  membership  may  not  be 
representative  of  all  property  interests.    The  last  possibilty,  appointment  by  a  special  board. 


"  Discussing  the  small  number  of  appeals,  one  author  made  the  following  observation  : 

In  defense  of  taxpayers,  as  well  as  county  boards  of  equalization,  it  should  be  said  that,  until  the  present  [sales-as- 
sessment ratio)   Study  appeared,  no  reliable  and  detailed  information  existed  available  to  the  general   public  and  to  the 
county  boards  of  e(|ualization  as  to  the  discrimination  existing  in  real  property  assessments. 
James  K.  Hall,  "Sales-Assessment  Ratio  Survey  in  Washington,"  Xatiomil  Tax  journal,  \'o\.  IX,  No.  2,  (1956),  footnote    p 
177. 

"  Por  opposition  to  programs  of  equalization  in  specific  states  see,  for  example,  C.  Ward  Macy,  "Property  Tax  Equalization 
Program  in  Oregon"  and  J.  R.  Seaman,  "Results  of  the  Colorado  Appraisal  Program,"  National  Ta.x  Association,  Proceedings 
of  the  Forty-sixth  Annual  Conference  on  Taxation,  19S3  and  Ronald  B.  Welch,  "Intercounty  Equalization  in  California,  Part 
1  :  The  Mechanics"  and  "Part  II :  Action  and  Reaction,"  National  Tax  Journal,  Vol.  X,  No.  1,  and  No.  2,  (1957). 
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is  exemplified  by  the  "Iowa  Plan"  which  has  received  a  great  deal  of  attention.  In  Iowa 
county  conference  boards,  composed  of  the  county  board  of  supervisors,  the  county  board 
of  education  and  the  mayors  of  all  incorporated  cities  and  towns  in  the  county,  select  as- 
sessors from  a  list  of  eligibles  certified  by  the  central  taxing  agency.  Each  of  the  three 
groups  votes  as  a  unit,  and  the  vote  of  at  least  two  of  the  three  groups  is  necessary  for 
the  selection.  However,  one  writer  states  that,  "Interstate  assessment  ratio  comparisons  in- 
dicate that  the  appointment  of  assessors  does  not  necessarily  produce  more  realistic  assess- 
ment valuations."-" 

A  larger  number  of  states  have  attempted  to  improve  assessments  by  means  of  more 
extensive  state  supervision  of  assessments.  Central  agencies  in  many  states  have  long  had 
statutory  supervisory  powers,  but,  as  the  National  Association  of  Assessing  Officers  has  ob- 
served, these  have  generally  been  inadequately  applied: 

.  .  .  Most  supervisors  in  this  field  hove  the  authority  to  direct  and 
may  enforce  their  directions  by  legal  procedures.  But  resort  to  those 
procedures  is  so  infrequent  that  they  are  little  more  than  a  threat  in 
any  state  and  less  than  that  in  most.  Thus  what  appear  from  the  statutes 
to  be  supervisory  powers  are  usually  administered  as  if  they  were  advisory 
duties,  and  what  is  supervision  in  law  is  cooperation  and  assistance  in 
practice:-^ 

Where  supervision  is  real  and  effective,  it  is  not  always  accepted  by  local  officials 
without  grumblings. 

Sentimental  and  distorted  concepts  of  home  rule  on  the  part  of  locally 
elected  officials  generally,  by  a  large  segment  of  the  electorate  .  .  .  and 
by  professional  people  as  well  have  played  a  major  role  in  stifling  prog- 
ress in  property  tax  administration.  Meritorious  legislative  proposals  re- 
quiring audits  of  local  governments,  transfers  of  local  functions  to  the 
county  or  various  state  agencies,  or  the  delegation  of  extremely  modest 
supervisory  powers  over  locally  elected  officials  to  the  appropriate  de- 
partments of  the  state  government  have  generally  been  defeated.  Persum- 
ably  any  proposed  change  designed  to  expedite  the  administrative  process 
or  to  insure  a  higher  degree  of  operating  efficiency  is  popularly  construed 
as  an  encroachment  by  the  state  under  sacred  principles  of  home  rule.— 

Recent  programs  of  state  supervision  of  assessment  generally  consist  of  supplying  as- 
sessors with  appraisal  manuals  and  instruction  in  their  use,  technical  aids  such  as  maps, 
in-service  training  usually  in  the  form  of  assessors'  schools  held  in  conjunction  with  facul- 
ties of  state  colleges  and  universities,  and  an  adequate  field  staff  to  assist  assessors  with 
difficult  assessing  problems. 

RECLASSIFICATION,  REAPPRAISAL  AND  EQUALIZATION 

Reclassification  and  reappraisal  programs  can  be  useful  in  securing  more  uniform 
assessments,  especially  where  coordination  of  methods  of  classification  and  appraisal  stand- 
ards among  the  counties  have  been  neglected  for  many  years.  But  such  programs  must  be 
distinguished  from  programs  of  equalization.  The  former  can  be  an  important  element  of 
the  latter,  but  they  cannot  be  a  substitute.  Equalization  cannot  be  achieved  on  a  one-shot 
basis.  Money  and  labor  spent  on  reclassification  and  reappraisal  programs  which  are  not 
part  of  a  broader  plan  of  equahzation  will  be  largely  wasted.  Equalization  can  be  achieved 
only  by  the  continuous  efforts  of  administrators. 


""F.  John  Shannon,  The  Conflict  Bctivccn  Laiv  and  Administrative  Practice  in  t'altialinn  of  Property  for  Taxation  in  Ken- 
tucky, 1957,  footnote,  p.  97. 

"National  Association  of  Assessing  Officers,  Assessment  Organisation  and  Personnet,  \9A\,  p.  323. 

^  Bert  Vandervliet,  "Property  Taxation  in  Theory  and  Practice,"  National  Tax  .Association,  Proceedings  of  the  Forty-fourth 
Annual  Conference  on  Taxation,  1951,  p.  155. 
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INTER-COUNTY  EQUALIZATION  METHODS 

Equalization  of  assessments  among  counties  is  necessary  where  any  or  all  of  the  fol- 
lowing conditions  exist:  the  state  government  apportions  aid  to  schools  on  the  basis  of 
property  valuations,  allocates  assessments  of  inter-county  properties  established  by  a  cen- 
tral state  agency,  or  levies  a  state-wide  tax  on  property. 

There  are  two  steps  involved  in  the  equalization  process.  The  first  is  the  determina- 
tion of  the  assessment  levels  within  counties,  among  them,  and  for  the  state  as  a  whole. 
The  second  step  is  action  taken  upon  the  findings  of  the  assessment  levels. 

Levels  of  assessment  are  determined  by  means  of  assessment  ratio  studies.  Because  it 
is  a  "basic  tool  of  equalization",  the  Federation  of  Tax  Administrators  included  in  its  list 
of  19  states  that  have  state-wide  equalization  programs  only  those  states  which  regularly 
conduct  state-wide  assessment  ratio  studies.    Therefore  the  list  excludes  Montana. 

Two  methods  of  conducting  assessment  ratio  studies  are  available.  One  is  a  sales 
assessment  ratio  study  and  the  second  is  a  representative  sample  appraisal  of  properties. 
Sometimes  a  combination  of  both  is  employed.  Sales  ratio  studies  establish  the  level  of 
assessment  by  a  comparison  of  assessments  with  sales  prices  of  real  property.  Where  the 
representative  sample  technique  is  employed,  the  assessments  of  real  estate  included  in  the 
sample  are  compared  with  market  values  as  established  by  special  appraisals  of  the  prop- 
erty. 

Once  assessment  levels  have  been  determined,  state-wide  equalization  can  be  achieved 
by  one  of  two  means.  The  first  of  these  is  the  uniform  ratio  method.  Where  this  method 
is  employed,  the  central  tax  agency  applies  an  equalization  factor  or  factors  to  county  as- 
sessments to  bring  them  into  line.  Disproportions  in  school  aid,  state  allocated  valuations 
or  state  property  taxes  are  avoided  by  enforcement  of  assessment  levels  which  are  uniform 
throughout  the  state,  either  at  market  value  or  a  fraction  thereof. 

The  second  means  of  equalization  among  counties  is  the  variable  ratio  method.  Where 
this  method  is  employed,  counties  choose  their  own  level  of  assessment.  The  central  ad- 
ministrative agency  equalizes  not  by  imposing  uniform  assessments  among  counties  but  by 
adjusting  state  aid  and  intercounty  property  assessments  to  the  level  of  assessment  pre- 
vailing in  each  county.  In  allocating  valuations  established  by  a  state  agency,  the  state 
agency  would  determine  allocations  for  each  county  at  full  value  and  then  apply  to  each 
county's  allocation  the  assessment  ratio  prevailing  in  the  county.  The  distribution  of  state 
aid  to  school  districts  and  counties  can  be  equalized  by  a  similar  adjustment.  However,  in- 
equities resulting  from  a  uniform  property  tax  levy  for  state  purposes  on  property  assessed 
at  varying  fractions  of  full  and  true  value  would  not  be  remedied  unless  the  state  required 
observance  of  uniform  assessment  levels  for  the  purposes  of  that  levy. 

Each  of  the  two  interjurisdictional  equalization  methods  has  advantages  and  disadvan- 
tages which  have  been  stated  as  follows: 

The  variable-ratio  plan  .  .  .  permits  the  county  to  retain  any  level  of 
assessment  it  wishes,  but  requires  an  adjustment  of  all  other  elements  of 
the  fiscal  system  which  are  linked  to  assessed  valuations  and  which  as- 
sume interjurisdictional  equality  of  assessment  ratios. 

The  major  advantages  of  the  system  are  immediately  obvious.  Vari- 
able-ratio equalization  requires  no  equalization  orders  from  a  state  agency 
to  a  local  agency. 

.  .  .  all  of  the  political  difficulties  which  accompany  the  issuance  of 
orders  from  a  state  agency  to  a  local  agency  are  avoided  in  the  variable- 
ratio  method.  At  the  same  time,  however,  the  variable-ratio  method  prob- 
ably offers  less  assistance  to  the  solution  of  interjurisdictional  problems 

—38— 


than  does  the  uniform-ratio  method.  Full  publication  of  the  ratio  find- 
ings is  essential  under  either  method.  But  it  seems  somewhat  easier  to 
fabricate  the  machinery  of  complaint  and  appeal  when  a  single,  state- 
wide ratio  can  be  published  as  a  standard.  Under  variable-ratio  equaliza- 
tion the  assessment  ratio  in  a  particular  jurisdiction  may  change 
markedly  from  year  to  year.  If  a  taxpayer's  appeal  to  a  local  equaliza- 
tion agency  is  a  prerequisite  to  further  appeal,  and  if  the  local  equaliza- 
tion agency  completes  its  work  before  the  state  fact-finding  agency  an- 
nounces the  local  ratio,  the  taxpayer's  opportunity  to  identify  over-assess- 
ment is  considerably  weakened.-^ 

INTRAJURISDICTION  EQUALIZATION 

There  is  no  easy  solution  to  the  problem  of  achieving  intrajurisdictional  equalization. 
The  first  step  must  be  taken  by  the  assessor  himself.  The  assessor,  possibly  with  the  as- 
sistance of  the  central  state  agency,  must  strive  for  better  assessments.  This  is  no  final 
answer.  Assessments  will  never  be  perfect.  The  next  step  is  better  local  review  of  assess- 
ments.   Agencies  established  for  such  purpose  have  not  always  worked  well.    However: 

These  difficulties  can  be  overcome  with  a  full  and  complete  publica- 
tion of  the  findings  of  a  ratio  study  conducted  by  the  state  agency.  Addi- 
tional force  can  be  given  to  such  information  if  the  assessor  is  required  to 
state,  on  each  notification  of  assessment,  what  he  believes  the  market 
value  of  the  property  in  question  to  be.  And  there  must  be  a  clear  recog- 
nition by  the  local  equalization  agency  that  if  the  taxpayer  proves  that 
his  own  assessment  ratio  is  significantly  higher  than  the  average  assess- 
ment ratio  in  his  taxing  jurisdiction,  as  found  by  the  state  ratio-study 
agency,  he  has  offered  sufficient  proof  of  his  need  for  relief.  The  machin- 
ery of  review  and  appeal  can  be  effective  only  if  it  is  assumed  that  the 
GENERAL  LEVEL  of  assessment  ratios  is  known  and  that  the  only  ques- 
iton  at  issue  in  the  proceedings  is  the  relationship  between  taxpayer's  as- 
sessment ratio  and  the  known  level,  with,  of  course,  due  consideration 
given  to  a  reasonable  zone  of  tolerance.^* 

The  main  burden  of  intrajurisdictional  equalization  will  probably  continue  to  rest  with 
the  individual  taxpayer.  He  will  have  to  secure  equalization  for  himself  through  his  own 
efforts.    The  plan  outlined  in  the  above  quotation  would  offer  him  the  chance  to  do  so. 

Recommendations 

A  prominent  student  of  taxation  concluded  a  review  of  equalization  efforts  in  the  states 

as  follows: 

.  .  .  the  equalization  of  assessments  is  and  will  be  a  continuing  prob- 
lem, and  its  effective  performance  will  require  adequate  money,  compe- 
tent staff,  and  sophisticated  use  of  new  techniques.  The  property  tax,  at 
least  where  it  is  used  to  finance  several  layers  of  government,  requires 
state  participation.  Certainly,  sufficient  progress  has  been  made  in  the 
past  decade  to  support  the  optomistic  conclusion  that  the  property  tax 
can  be  administered  tolerably  well  if  those  concerned  have  the  will  to 
make  the  attempt  and  are  willing  to  pay  for  the  job.-'' 

The  recommendations  below  are  designed  to  make  Montana's  property  tax  more  equi- 
table. The  change  in  the  assessment  date,  the  taxpayer's  responsibility  law,  and  the  mer- 
chants' and  manufacturers'  inventory  act  are  intended  to  meet  immediate,  specific  needs. 
By  providing  a  means  of  securing  data  necessary  to  conduct  assessment  ratio  studies,  the 
realty  certificate  act  can  be  the  first  step  in  a  comprehensive  program  of  equalization. 


^'National  Tax  Association,  "Report  of  the  Committee  on  State  Equalization  of  Local  Property  Tax  .Assessments,"  (Reprint), 

1958,  p.  35. 
"Ibid.,  p.  37. 
-John  A.  Gronouski,  "State  Supervision  of  Property  Tax  Administration,"   National   Tax  Journal,  Vol.   X,   No.  2,   1957,  p. 

170. 
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SALES  RATIO  STUDY 

Knowledge  of  existing  levels  of  assessment  is  a  prerequisite  to  equalization;  without 
such  knowledge  any  efforts  to  equalize  are  likely  to  be  misguided.  Assessment  levels  for 
realty  can  be  determined  by  assessment  ratio  studies  based  either  on  representative  ap- 
praisals or  sales  prices.  The  representative  sample  appraisal  and  sales  ratio  methods  have 
both  strengths  and  weaknesses.  (These  are  discussed  in  chapter  IV.)  Because  it  is  less  ex- 
pensive, the  sales  ratio  method  is  generally  favored.  Of  the  19  states  which  the  Federation 
of  Tax  Administration  listed  as  having  state-wide  equalization  programs,  only  3  relied  solely 
on  the  appraisal  method  of  conducting  assessment  ratio  studies,  12  used  only  sales  and  the 
others  employed  both  sales  and  appraisals. 

If  sales  ratio  studies  are  to  yield  reliable  results  they  cannot  be  conducted  in  a  sUp- 
shod  manner  nor  can  they  be  conducted  by  private  taxpayers  as  has  been  done  in  Montana. 
At  present  the  board  of  equalization  does  not  have  a  sufficient  research  staff  to  do  this 
work;  however,  it  apparently  intends  to  request  an  appropriation  for  such  a  staff.  This 
staff  could  be  assigned  the  task  of  conducting  the  study  in  addition  to  helping  the  board 
more  adequately  fulfill  its  present  responsibiUties  under  84-708,  section  16,  which  states 
that  it  is  the  board's  duty 

To  investigate  the  tax  systems  of  others  states  and  countries  and  to  formu- 
late and  recommend  legislation  for  the  better  administration  of  the  fiscal  laws 
so  as  to  secure  just  and  equal  taxation  and  improvement  in  the  system  of  tax- 
ation and  the  economical  expenditure  of  public  revenue  in  the  state. 

To  expedite  a  sales  ratio  study  the  Council  recommends  passage  of  a  realty  certificate 
act.  (See  bill  I  in  Appendix  D.)  The  recommended  act  has  several  virtues.  First  it  would 
reduce  costs  by  utilizing  existing  county  personnel  in  securing  the  necessary  data.  As  the 
only  alternative,  the  board  would  have  to  hire  numerous  field  agents  to  collect  the  data. 
Second,  it  would  mean  more  reliable  results  because  the  data  would  be  more  accurate  and 
extensive  than  could  be  gotten  from  recorded  deeds.  Under  this  act  it  will  not  be  necessary 
to  estimate  the  sales  price  from  federal  revenue  stamps — the  sales  price  will  be  one  of  the 
certified  facts.  In  the  absence  of  this  or  similar  legislation,  a  reliable  sales  ratio  study  prob- 
ably would  not  be  possible.    Certainly  data  gathered  from  recorded  deeds  is  inadequate. 

Reliable  sales  ratios  are  a  prerequisite  to  equitable  adjustments  by  the  board  of  the  as- 
sessed values  of  utilities  and  other  inter-county  properties.  The  results  of  the  sales  ratio 
study  would  also  be  helpful  in  establishing  values  upon  completion  of  the  present  reclassi- 
fication program. 

The  sales  ratio  study  cannot  be  a  one-time  affair.  Assessment  levels  are  not  static. 
Changes  in  price  levels  and  changes  of  personnel  in  the  assessor's  office  are  likely  to  be 
reflected  in  assessments.  Equalization  must  be  a  continuous  process;  so  too  must  be  the 
gathering  of  information  upon  which  to  base  equalization  actions. 

Once  the  level  of  assessments  has  been  determined  as  accurately  as  possible,  the  equal- 
ization agency  will  be  in  a  position  to  fulfill  its  responsibilities.  The  Council  recommends 
that  when  reliable  sales  ratio  figures  are  available,  the  legislature  enact  either  a  uniform 
ratio  or  variable  ratio  sj^stem. 

TAXPAYER'S   RESPONSIBILITY   LAW 

Many  individuals  who  do  not  own  real  estate  escape  taxes  on  their  personal  property. 
Tax  laws  are  generally  so  poorly  understood  that  some  citizens  are  unaware  of  the  fact 
that  personal  property  is  subject  to  taxation.  When  property  escapes  the  tax  rolls  inten- 
tionally or  unintentionally,  the  property  tax  load  of  those  whose  property  is  listed  is  in- 
creased. Thus,  a  listing  of  all  taxable  property  is  necessary  for  equity  in  property  taxa- 
tion. 


Under  existing  law  the  assessor  "must  require  from  each  person  a  statement  under 
oath  setting  forth  specifically  all  the  real  and  personal  property  owned  by  such  person  .  .  ". 
(84-409)  The  assessor  must  ferret  out  property  owners  in  order  to  secure  a  statement  of 
property.  Those  who  own  real  property  are  easily  found  since  the  presence  of  their  prop- 
erty is  evident.  However,  to  secure  statements  from  non-realty  owners  would  require  a 
door  to  door  canvas,  which,  if  not  a  physical  impossibility,  would  be  beyond  the  resources 
of  most  assessor's  offices.  The  assessor  should  not  be  blamed  for  the  fact  that  much  per- 
onalty  escapes  the  tax  rolls.    He  is  expected  to  fulfill  an  almost  impossible  task. 

Property  owners  should  be  required  to  share  responsibility  for  making  the  property 
tax  work — citizenship  entails  not  just  rights  and  privileges  but  responsibilities  as  well.  The 
Council  recommends  the  passage  of  a  taxpayer's  responsibility  law  requiring  each  property 
owner  to  return  a  statement  of  his  property  to  the  assessor.  ( See  sample  bill  H  in  Appendix 
D. )    This  would  help  to  close  one  of  the  big  loopholes  in  Montana's  property  tax  laws. 

If  distribution  of  the  property  statement  form  were  tied  to  distribution  of  the  state  in- 
come tax  return  form,  compliance  would  not  be  difficult  for  the  property  owner  and  prob- 
ably few  property  owners  would  not  receive  an  annual  notice  of  their  responsibility. 

This  method  of  distribution  would  also  result  in  a  state-wide  standard  form  for  listing 
property.  At  present  the  statement  form  varies  among  the  counties;  consequently,  the  man- 
ner of  listing  personal  property  also  differs.  In  some  instances  personal  property  must  be 
listed  in  great  detail;  in  other  instances  an  estimate  of  the  gross  total  value  of  all  personal 
property  suffices.  The  Council  recommends  the  adoption  of  a  standard  form  for  the  listing 
of  property  requiring  each  property  owner  to  provide  the  same  type  of  information.  Using 
the  "Personal  Property  Assessment  Guide"  distributed  by  the  state  board  of  equalization, 
assessors  could  attach  the  same  value  to  similar  items.  Greater  uniformity  of  personal 
property  assessments  would  result. 

The  Council  believes  that  fcy  giving  the  property  owner  the  responsibility  of  supply- 
ing the  assessor  a  Hst  of  his  property  on  a  standard  form,  greater  equity  will  be  achieved 
by  securing  a  more  complete  inventory  of  all  property  and  by  more  uniform  personal  prop- 
erty assessments. 

At  its  meeting  of  November  16,  1960,  the  Montana  Assessor's  Association  recommended 
passage  of  a  taxpayer's  responsibility  law. 

AVERAGE  MONTHLY  INVENTORY 

Many  mercantile  and  manufacturing  businesses  are  seasonal  in  nature.  Consequently, 
some  businesses  have  little  stock  on  hand  on  assessment  day  while  others  have  on  hand 
stocks  which  more  truly  reflect  the  volume  of  the  business.  The  use  of  a  single  assessment 
day  for  stocks  and  merchandise  penalizes  those  businesses  which  must  have  fairly  complete 
stocks  on  hand  on  assessment  day.  Approximately  twenty  states  have  met  this  problem  by 
enacting  "merchants'  inventory  acts."  In  its  Twelfth  Biennial  Report  (1946),  the  board  of 
equalization  requested  passage  of  an  average  inventory  act.    (p.  10) 

The  Council  recommends  that  property  held  for  sale  by  merchants  and  manufacturers 
be  assessed  on  the  basis  of  a  twelve-month  average  during  the  preceding  year.  (See  sample 
bill  III  in  Appendix  D.) 

The  Montana  Assessors'  Association  on  November  16,  1960  resolved  to  support  the 
passage  of  a  merchants'  inventory  law. 

Bill  IV  in  Appendix  D  amends  84-6008  to  exclude  mention  of  merchants  in  this  act  so 
that  inventories  will  be  exclusively  governed  by  the  merchants'  and  manufacturers'  inven- 
tory act. 
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ASSESSMENT  DATE  AND  SESSION  OF  COUNTY  BOARD  OF  EQUALIZATION 

The  Council  recommends  that  the  assessment  date  for  all  property  other  than  stocks 
of  merchandise  be  changed  from  the  first  Monday  in  March  to  January  1  and  that  the  as- 
sessor be  required  to  complete  his  assessment  books  by  the  first  Monday  in  June.  (See 
sample  bill  V  in  Appendix  D.)  This  would  give  the  assessor  a  full  five  months  to  complete 
his  assessment  book.  Moreover,  by  permitting  the  assessment  of  other  property  at  the 
same  time  as  assessment  of  motor  vehicles,  a  January  1  assessment  date  could  help  to  re- 
duce the  assessor's  work  load  because  he  would  have  to  contact  many  taxpayers  only  once. 
Statements  of  property  could  be  submitted  when  property  taxes  on  motor  vehicles  are  paid. 

The  Council  also  recommends  that  county  commissioners  begin  meeting  as  a  county 
board  of  equalization  on  the  second  Monday  in  June  and  continue  until  the  second  Monday 
in  August.  (See  sample  bill  III)  This  would  more  than  double  the  time  in  which  the 
county  board  of  equalization  can  review  and  equalize  assessments. 

The  Montana  Assessors'  Association  on  November  16,  1960  unanimously  recommended 
legislation  making  January  first  the  assessment  date. 
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Chapter     IV. 
ASSESSMENT    OF    UTILITIES 

The  appraisal  of  utilities  for  the  purpose  of  ad  valorem  taxation  is  an  important  phase 
of  the  administration  of  Montana's  property  tax.  In  1958  locally  and  state  assessed  operat- 
ing property  of  utilities  constituted  slightly  more  than  217<:  of  the  state- wide  taxable  value 
of  the  state  and  in  1959  more  than  19%.  About  80%  of  this  assessment  consists  of  alloca- 
tions by  the  state  board  of  equalization. 

Some  aspects  of  the  appraisal  of  utilities  are  discussed  below.  This  discussion  is  divided 
into  two  parts:  first,  the  technique  adopted  by  the  board  of  equalization  for  assessing  utili- 
ties; and,  second,  the  assessed-true  value  ratios  on  which  the  board  based  its  state- wide  re- 
duction of  utility  assessments  in  1959. 

The  Legislative  Council  has  not  attempted  to  determine  whether  or  not  specific  utili- 
ties are  paying  their  fair  share  of  taxes.  In  order  to  do  so  the  Council  would  have  to  re- 
assess the  utilities,  which  it  is  not  equipped  to  do.  The  discussion  is  primarily  designed  to 
raise  questions  about  utiUty  appraisal  methods  in  general  and  about  the  board's  method 
in  particular.  While  the  report  does  not  pretend  to  have  exhausted  all  the  possible  ques- 
tions of  so  complex  a  subject,  the  Legislative  Council  hopes  the  discussion  will  provoke  a 
critical  review  of  the  board's  practices.  In  its  broad  features  the  board's  method  is  similar 
to  widely  employed  techniques  of  utility  appraisal.  However,  the  adequacy  of  such  tech- 
niques, in  large  part,  lies  in  the  details  of  their  application. 

CENTRAL  ASSESSMENT  OF  UTILITIES 

In  most  states  the  operating  property  of  some  public  service  corporations  is  assessed 
for  ad  valorem  taxation  by  state  agencies.  In  1954  only  five  of  the  then  forty-eight  states 
made  no  assessments  of  utiUties  for  property  taxation.'  The  Bureau  of  the  Census  reports 
that  central  state  agencies  assess  operating  property  of  railroads  in  36  states  and  operating 
property  of  other  utilities  in  31  states.^  The  need  for  central  state  assessment  has  resulted 
from  the  growth  of  large  corporations  which  have  movable  or  highly  integrated  properties 
spread  over  several  taxing  jurisdictions.  The  appraisal  of  such  properties  is  a  task  which 
most  county  assessors  are  not  equipped  to  perform. 

Central  Assessment   in   Montana 

Article  12,  section  16,  of  the  state  constitution  provides  for  the  central  assessment  of 
railroads.  It  directs  the  state  board  of  equalization  to  assess  "the  franchise,  roadway,  road- 
bed, rails  and  rolling  stock  of  all  railroads  operated  in  more  than  one  county".  Section 
84-905,  Revised  Codes  of  Montana,  requires  the  board  to  assess  corporations  owning  or  op- 
erating "a  telegraph,  a  telephone,  electric  power  or  transmission  line,  natural  gas  pipeline, 
oil  pipeline,  canal,  ditch,  flume,  or  other  property,  other  than  real  estate  not  included  in 
right-of-way,  and  which  constitute  a  single  and  continuous  property  throughout  more  than 
one  county." 

While  sections  84-801  and  84-901  require  railroad  companies  and  other  kinds  of  inter- 
county  utilities  to  supply  specified  information  to  the  board,  the  constitution  and  statutes 
are  not  explicit  on  hoic  the  board  is  to  assess  the   inter-county   property   of  utilities.    For 


'  National  Association  of  Tax  Administrator^;.  Report  of  the  Committee  on  Unit  Valuation,  Appraisal  of  Railroad  and  Other 

Piiblic  Utility  Property  for  Ad  I'alnrcm  Tax  Purposes.  1954,  p.  9-10  and  appendix  \-\. 
'U.  S.  Dept.  of  Commerce,  Bureau  of  the  Census.  1957  Census  of  Goicrnmcnts.  \'o\.  V,  Taxable  Property  Values  in  the  United 

States,  1959.  p.  3. 
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the  assessment  of  utilities  other  than  railroads,  the  board  is  expressly  given  discretionary 
powers  on  how  to  perform  their  duties  by  Section  84-905  which  says  "the  value  of  such 
properties  for  assessment  purposes  to  be  determined  upon  such  factors  as  the  Board  shall 
deem  proper." 

Unit   Appraisal   of   Utilities 

In  fulfilling  its  constitutional  and  statutory  duties  as  an  assessor,  the  state  board  of 
equalization  does  not  assess  individual  pieces  of  property  which  make  up  inter-county  prop- 
erties. They  do  not,  for  example,  count  ties  or  measure  track,  wire  or  pipe.  The  board 
employs,  and  has  been  employing  for  more  than  a  generation,  what  is  commonly  known  as 
the  unit  rule  of  appraisal.'  Unit  appraisal  is  the  valuation  of  property  as  a  whole,  without 
regard  to  its  constituent  parts. 

Because  of  the  peculiar  nature  of  the  property  which  goes  into  making  the  utiUty  en- 
terprise, the  unit  rule  of  appraisal  is  well  adapted  for  utilities  and  has  a  long  history  of  state 
and  federal  court  acceptance.^  Individual  properties  which  make  up  a  utility  unit  have 
value  only  because  they  produce  income,  which  they  can  do  only  when  they  are  parts  of 
a  functioning  whole.  A  mile  of  track,  or  wire,  which  is  isolated  and  unconnected  has  only 
junk  value.  When  connected  as  a  continuous  line  of  track,  or  wire,  it  does  have  value, 
which  may  be  greater  than  its  cost.  As  one  authority  has  stated,  the  component  parts  of  a 
utility  "are  worth  no  more  and  no  less  than  the  business  is  worth,  just  as  a  man's  heart  or 
liver  is  worth  no  m.ore  or  no  less  than  the  man  himself  is  worth. "•'^ 

The  unit  rule  of  appraisal  is  actually  not  foreign  to  the  local  assessor.  When  the  as- 
sessor appraises  a  downtown  office  building,  for  example,  he  does  not  attempt  to  assign 
values  to  the  building  materials  and  fixtures  which  together  constitute  the  building.  He 
will  very  hkely  consider  the  total  cost  of  construction,  especially  if  the  building  is  relative- 
ly new.  He  will  probably  also  wish  to  consider  the  earning  power  of  the  building.  In  ad- 
dition, he  usually  has  information  on  recent  sales  of  the  property  in  question  or  similar 
types  of  property,  which  he  can  use  as  guides  in  the  appraisal  process.  However,  since 
utilities  as  going  concerns  are  infrequently  bought  and  sold,  this  information  is  not  avail- 
able for  the  valuation  of  utilities.  To  be  sure,  the  appraiser  will  have  figures  for  the  cost 
of  the  utility  plant.  But  since  "cost"  is  not  always  .synonymous  with  "value",  the  apprais- 
er may  want  to  consider  other  evidences  of  value,  such  as  earnings  and  value  of  securities, 
which  apply  only  to  the  utility  system  as  a  whole,  rather  than  to  any  of  its  component 
parts. 

In  making  its  unit  appraisal,  the  Montana  state  board  of  equalization  considers  three 
factors:  total  stock  and  bond  value,  net  earnings,  and  original  plant  cost  or  reproduction 
cost,  each  of  which  is  discussed  in  more  detail  below.  The  assessed  value  is  generally  ar- 
rived at  by  an  average  of  these  three  factors,  each  receiving  equal  weight.  Deductions  are 
made  for  the  value  of  subsidiary  companies,  for  all  non-operating  property  and  for  the 
share  of  the  operating  unit  which  is  not  in  Montana.  The  result  is  considered  the  market 
value  of  a  utility's  operating  property  in  Montana.  Since  assessments  by  county  officials 
on  local  properties  I'eflect  less  than  market  value,  the  board  applies  an  equalization  factor 
to  the  market  value  of  each  utility  to  arrive  at  the  assessed  value  of  a  utility's  operating 
property. 


'  The  broad  features  of  the  board's  unit  method  of  appraisal  are  described  in  the  First  Biennial  Report  of  the  Montana  State 
Board  of  EquaHzatio:i,  Jane  1924,  p.  17-18. 

*  For  brief  discussions  of  the  history  of  the  unit  rule  of  appraisal  in  tlie  courts  see  p.  15-16  in  the  report  of  the  NATA  commit- 
tee on  unit  appraisal  and  C.  M.  Chapman,  "A  Survey  of  State  .Vssessment  of  Property,"  Ch.  16  in  Final  Report  of  the  Cali- 
fornia Joint  Interim  Committee  on  Assessment  Practices  to  the  California  Legislature.  1959. 

"James  C.  Bonbright,  The  Valuation  of  Property,  1937,  p.  511. 


Many  states  which  centrally  appraise  utilities  under  the  unit  rule  use  the  indices  of 
value  employed  by  the  Montana  board  of  equalization,  but  all  three  are  not  always  used, 
nor  are  they  invariably  used  in  the  same  combinations.  One  study  made  the  following 
observation : 

The  growing  tendency  is  . . .  for  states  to  make  use  of  somewhat  more 
scientific  assessment  techniques  than  would  be  involved  in  the  selection 
of  a  single  criterion  of  value.  Many  states  with  provisions  for  centrally 
assessed  utility  property  take  all  four  criteria  into  consideration,  and 
many  more  use  two  or  three.  It  is  necessary,  of  course,  for  the  administra- 
tors to  devise  some  more  or  less  appropriate  weighing  scheme  if  two  or 
more  criteria  of  value  enter  into  the  computation.  These  weights  may  be 
different  for  each  type  of  utility  property  considered. 

A  combination  of  centralized  assessment,  unit  valuation,  and  the  use 
of  as  many  criteria  of  value  and  supplementary  data  as  are  available 
probably  represents  the  most  effective  assessment  procedure  currently 
available  to  states  in  the  administration  of  property  taxes  on  public  utili- 
ties.'' 

Effect   of   Local   Assessments 

Section  84-708  states  the  Board's  duties  as  an  assessing  agency  as  follows: 

To  annually  assess  the  franchise,  roadway,  roadbeds,  rails,  and  roll- 
ing stock,  and  all  other  property  of  all  railroads,  and  the  pole  lines  and 
rights-of-way  and  all  other  property  of  all  telegraph  and  telephone  lines, 
electric  power  and  transmission  lines,  ditches,  canals  and  flumes,  and 
other  similar  property,  constituting  a  single  and  continuous  property  op- 
erated in  more  than  one  county  in  the  state,  and  to  apportion  such  assess- 
ments to  the  counties  in  which  such  properties  are  located  on  a  mileage 
basis;  provided,  however,  that  lots  and  parcels  of  real  estate  not  included 
in  right-of-way,  with  the  buildings,  structures,  and  improvements  thereon, 
dams  and  power  houses,  depots,  stations,  shops,  and  other  buildings, 
erected  upon  right-of-way,  furniture,  machinery,  and  other  personal  prop- 
erty, shall  not  be  considered  as  a  part  of  any  such  single  and  continuous 
property,  but  shall  be  considered  as  separate  and  distinct  therefrom,  and 
shall  be  assessed  by  the  county  assessor  of  the  county  wherein  they  are 
situate. 

Thus,  the  board  shares  assessment  of  utility  property  with  the  fifty-six  county  assessors, 
who  assess  operating  property  such  as  furniture  and  fixtures,  depots  and  other  buildings 
which  are  located  in  their  counties.  Consequently,  the  Board  must  subtract  from  its  total 
assessment  of  operating  property  the  sum  of  all  such  locally  assessed  propertj^  of  the  utility. 
The  remainder  is  the  amount  of  valuation  allocated  to  the  counties  where  utility  properties 
are  located. 

The  constitution  and  statutes  require  the  board  to  assess  the  continuous  property  of  in- 
ter-county utilities.  This  situation  is  similar  to  the  assessment  of  inter-county  railroads  in 
California  prior  to  1910.  which  has  been  described  as  follows: 

The  Constitution  of  1879  provided  that  the  franchise,  roadway,  road- 
bed, rails,  and  rolling  stock  of  all  railroads  operated  in  more  than  one 
county  should  be  assessed  by  the  State  Board  of  Equalization.  All  other 
property,  including  all  other  railroad  property  . . .  and,  of  course,  all  com- 
mon property,  was  assessed  by  local  officials. 


'California  Senate  Interim  Committee,  Report  on  State  and  Local  Taxation,  Part  Three,  State  and  Local  Taxes  in  California: 
a  Comparative  Analysis,  1951,  p.  278. 


While  the  problem  of  intercounty  assessment  of  railroads  was  thus 
recognized,  the  "unit"  characteristics  of  the  railroads  were  not.  For,  with 
the  exception  of  franchises,  it  was  not  the  intercounty  railroad  COM- 
PANY that  icas  given  to  the  board  for  assessment  but  the  intercounty 
PROPERTY  of  such  a  company.  Local  assessors  were  still  responsible 
for  assessing  such  things  as  depots,  stations,  and  land  grants,  even  though 
these  properties  were,  in  some  cases,  part  of  an  intercounty  railroad 
system.' 

When  it  uses  the  unit  rule  of  appraisal,  the  board  assesses  the  whole  utility  operating 
unit  in  Montana,  not  just  continuous  inter-county  property.  The  sum  of  local  assessments 
of  operating  property  is  deducted  from  this  unit  appraisal  and  the  difference  is  allocated 
among  the  counties.  No  matter  how  high  or  low  the  level  of  county  assessment  of  utility 
property,  the  total  assessed  value  of  a  utility  will  always  be  no  more  and  no  less  than 
the  board's  unit  appraisal.  Thus  the  board's  use  of  the  unit  rule  sets  the  assessed  valua- 
tion of  the  operating  property  of  the  entire  utility. 

Assessment  of  some  utility  operating  property  by  county  assessors  is,  nonetheless,  not 
without  some  important  effects.  Since  the  board's  allocation  of  utility  valuations  are  de- 
termined by  the  subtraction  of  the  sum  of  local  assessments  of  utility  operating  property 
from  its  unit  appraisal,  the  sum  of  such  local  assessments  is  one  of  the  factors  which  de- 
termines the  proportions  of  allocations  to  the  counties.  This  method  weights  allocations  in 
favor  of  those  counties  which  have  large  quantities  of  local  property  such  as  terminals, 
shops,  and  offices  as  opposed  to  "bridge"  counties  through  which  the  utility  passes.  Wheth- 
er in  practice  this  results  in  a  fair  distribution  of  utility  valuation  depends  in  part  upon  the 
assessment  of  local  utihty  property  at  a  relatively  uniform  level.  Since  the  size  of  the  utili- 
ty pie  is  fixed  by  the  board,  counties  with  large  quantities  of  such  operating  property  may 
wish  to  assess  them  at  a  high  level  because  they  would  benefit  proportionately  more  than 
other  counties  whose  share  of  the  residue  allocated  by  the  board  would  be  diminished. 

Moreover,  if  the  reasons  for  use  of  the  unit  rule  of  appraisal  are  persuasive,  the  use  of 
fractional  assessments  as  one  of  the  factors  to  determine  in  what  proportions  assessed  val- 
uations will  be  allocated  to  counties  is  illogical.  Use  of  the  unit  rule  is  urged  on  the  grounds 
that  operating  property  of  utilities  cannot  be  valued  adequately  by  adding  up  appraisals  of 
individual  properties.  Because  the  value  of  the  operating  property  lies  in  the  integration 
of  the  individual  parts  into  a  functioning  whole,  it  is  the  whole  unit  as  such  which  must 
be  given  a  value.  It  seems  inconsistent  to  apportion  utility  valuations  on  the  assumption 
that  county  assessors  can  accurately  appraise  individual  properties,  which  the  board  by  its 
appraisal  process  views  as  integral  parts  of  an  operating  unit,  and  that  these  fractional  as- 
sessments can  be  subtracted  from  the  unit  value  more  readily  than  they  can  be  added  to- 
gether to  arrive  at  the  value  of  the  whole. 

Because  of  Montana's  property  classification  law,  the  role  of  the  county  assessor  in 
determining  allocations  may  influence  the  total  taj:ahle  value  of  a  utility.  Locally  assessed 
property  of  utilities  is  placed  in  several  classes,  ranging  from  7%  to  40%.  Values  allocated 
by  the  Board  are  all  taxable  at  40'!.  While  the  total  assessed  value  of  a  utility  will  al- 
ways be  what  the  Board  has  determined  it  to  be,  the  greater  the  total  local  assessments, 
the  less  the  total  taxable  value  will  be.  What  effect  this  has  on  a  utility's  total  tax  bill  is 
a  moot,  if  not  unanswerable,  question.  While  higher  local  assessments  will  mean  lower 
taxable  value,  this  loss  may  be  more  than  compensated  for  by  the  fact  that  the  lower  tax- 
able valuation  might  be  credited  to  taxing  districts  with  high  mill  levies. 

The  impact  of  the  classification  law  also  appears  inconsistent  with  the  principal  of  unit 
appraisal.  Just  as  all  the  parts  of  a  piece  of  machinery  or  of  the  human  body  are  neces- 
sary to  the  proper  function  of  the  whole,  so  too  are  the  component  parts  of  a  utility.    It 


'  California  Senate  Interim  Committee,  Report,  1951,  p.  264-265. 
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seems  inconsistent,  therefore,  to  treat  utility  valuations  as  one  class  of  property  when  they 
are  allocated  by  the  board  of  equalization  while  discriminating  among  some  components  of 
a  utility  by  subjecting  them  to  differing  classifications  of  taxable  value  when  they  are 
appraised  by  the  county  assessor. 

Evidences  of  Value  Employed  in  Unit  Appraisal  of  Utilities 

The  task  of  the  appraiser  is  to  determine  what  a  potential  purchaser  would  be  willing 
to  pay  for  a  utility.  The  appraiser  will  consider  the  cost  and  condition  of  the  operating 
plant  and  whether  large  parts  of  it  are  depreciated  or  obsolete;  he  will  consider  the  pub- 
lic's estimation  of  the  company  as  measured  by  the  price  of  its  securities.  He  will  also 
consider  such  factors  as  the  utility's  trend  of  earnings  in  recent  years  and  the  potential 
for  future  business  as  measured  by  population  trends,  economic  conditions  and  the  rate  of 
return  allowed  by  the  regulatory  agency.  Of  all  the  factors  the  purchaser  would  consider, 
only  capitalized  earnings,  stock  and  bond  values,  and  plant  cost  can  be  stated  in  terms  of 
dollars.  However,  the  factors  which  do  not  lend  themselves  to  quantitative  measurement 
are  important,  for  the  appraiser  can  use  them  to  evaluate  tangible  evidence  of  value.  This 
is  an  important  part  of  the  appraisal  process.  One  report  on  appraisal  of  utilities  stated 
that  the  appraiser  "can  and  must  acquire  a  reservoir  of  general  information  concerning  a 
given  property  and  its  operation,  for  without  such  knowledge  his  appraisal  is  likely  to  be 
nothing  better  than  a  guess". "* 

CAPITALIZED  EARNINGS 

One  of  the  evidences  of  value  which  the  state  board  of  equalization  employs  is  capi- 
talized earnings.  This  is  probably  the  most  widely  used  evidence  of  value  by  those  states 
which  employ  a  unit  appraisal  of  utilities.  Use  of  capitalized  income  as  a  measure  of  value 
is  based  on  the  "common  place  observation  that  businessmen  buy  and  sell  properties  largely 
by  reference  to  the  money  incomes  which  these  properties  are  expected  to  yield  their  ex- 
ploiters"." 

The  first  step  in  the  use  of  this  evidence  of  value  is  the  determination  of  the  income 
figure  to  be  capitalized.  Since  the  value  of  only  the  operating  unit  is  sought,  income  from 
securities  and  from  non-operating  properties  should  be  excluded.  The  net  income  figure 
has  to  be  determined  from  utility  reports  to  stockholders,  federal  regulatory  agencies,  and 
to  the  board  itself.  While  accounting  techniques  are  in  part  dictated  by  federal  and  state 
regulatory  agencies,  there  may  be  significant  differences  of  detail  among  the  various  types 
of  utilities.  In  order  to  arrive  at  a  figure  which  accurately  reflects  the  operating  revenue 
of  the  utility,  the  appraiser  must,  therefore,  be  capable  of  critically  evaluating  the  impact 
of  such  things  as  maintenance  cost,  depreciation  cost,  and  tax  accruals  on  the  utilities'  state- 
ments of  net  income. 

For  example,  the  I.C.C.  accounting  regulations  are  such  that  railways  may  charge  their 
income  tax  liability  as  an  operating  deduction,  even  though  some  of  the  income  against 
which  the  tax  was  levied  was  derived  from  non-operating  sources.  Apparently,  the  Mon- 
tana board  has  allowed  such  deductions  in  the  past.  In  1959  in  its  statement  to  the  board, 
one  railroad  claimed  as  a  deduction  from  its  operating  income  over  five  million  dollars  of 
federal  income  taxes  paid  on  non-operating  income.  Capitalized  at  6%  this  deduction  would 
equal  eighty-three  million  dollars  and  the  loss  of  assessed  value  to  Montana  after  applica- 
tion of  the  board's  equalization  factors  would  amount  to  more  than  four  and  a  half  million 
dollars. 


'  Report  of  XAT.-V  Committee  on  Unit  \'aliiation,  p.  22. 

"James  C.  Bonbright,  Valuation  of  Properly.  1937,  p.  218.    For  the  use  of  the  several  evidences  of  value  in  other  states  see  Ap- 
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Many  states  employ  an  average  of  earnings  over  several  years.  Montana's  state  board 
of  equalization  employs  in  each  case  an  unweighted  five-year  average  of  earnings.  A  five- 
year  period  average  is  open  to  some  question.  The  use  of  past  earnings  is  justified  as  an 
indication  of  possible  future  earnings;  the  past  is  relied  upon  not  for  its  own  sake,  but  as 
an  aid  in  anticipating  the  future.  The  NATA  committee  on  unit  valuation  commented, 
therefore,  that  the  use  of  an  average  for  a  period  "can  only  be  justified  on  the  ground 
that  it  represents  a  reasonable  estimate  of  income  prospects".    This  group  added: 

In  the  selection  of  an  averaging  period,  it  is  important  to  remember 
that,  with  rapidly  changing  economic  conditions,  the  farther  removed 
any  income  year  in  the  average  is  from  the  present  time,  other  things  be- 
ing equal,  the  less  indicative  it  is  of  the  future  trend.  If  a  given  trans- 
portation or  utility  business  were  more  or  less  static,  there  would  be 
some  justification  for  using  a  long-term  average.  But  such  a  static  situa- 
tion is  the  exception  and  not  the  rule.  It  is  almost  a.xiomatic  that  the 
most  recent  income  years  are  also  the  most  authoritative.  Hence  a  short- 
term  average  is  more  likely  to  reflect  a  realistic  forecast.  Even  if  a  five- 
year  average  is  employed,  the  earlier  years  in  the  average  are  entitled  to 
less  respect  than  the  more  recent  ones.^" 

Thus,  if  a  five-year  average  is  to  be  employed,  the  more  recent  years  should  be  weight- 
ed for  those  utilities  which  evidence  consistent  growth. 

After  the  operating  revenue  has  been  determined,  it  must  be  capitalized.  In  Montana 
earnings  are  capitalized  at  the  common  rate  of  6'  -' .  The  6%  rate  of  capitalization  appears 
to  be  based  on  nothing  more  than  tradition.  In  recent  years  methods  of  determining  rates 
of  capitalization  for  the  several  types  of  utilities  have  been  explored.  One  authority  ar- 
rived at  an  average  rate  of  6.3%  for  railroads  and  4.17';  for  electric  utilities.  The  NATA 
committee  on  unit  valuation  arrived  at  a  rate  of  5.75';;  for  railroads  and  4.62 '^t  for  elec- 
tric utilities.  While  the  methods  each  employed  differed,  it  is  interesting  that  the  results 
in  both  cases  did  not  conform  to  the  traditional  6 '<'.'' 

The  rate  at  which  earnings  are  capitalized  is  important  because  only  a  slight  difference 
in  rate  can  mean  a  considerable  variance  in  final  assessment.  If  the  board's  method  of  as- 
sessment is  applied  to  a  hypothetical  utility  with  a  stock  and  bond  value  of  two  hundred 
million  dollars,  a  plant  cost  of  the  same  amount,  and  net  earnings  of  ten  million  dollars,  the 
assessment  will  be  more  than  eleven  million  dollars  higher  if  earnings  are  capitalized  at  57o 
rather  than  6%. 

MARKET  VALUE  OF  STOCKS  AND  BONDS 

Next  to  capitalized  earnings,  the  most  frequently  used  evidence  of  value  is  the  market 
prices  of  a  utility's  securities.  The  method,  based  on  the  accounting  maxim  that  assets  equal 
liabilities,  is  used  to  value  a  utility's  assets  by  a  determination  of  the  value  of  its  liabili- 
ties.   It  is  assumed  that  the  value  of  a  utilitv's  stocks  and  bonds  in  the  securities  market 


'"  Report  of  N'.\T.'\  Committee  on  Unit  Valuation,  p.  25. 

"  James  W.  Iilartin,  "New  Evidence  on  Tax  \'ahiation  of  Public  .Service  Property— Capitalization  of  Earnings,"  National  Tar 
Journal,  Vol.  VII,  1954,  p.  31.?.  National  .Association  of  Tax  .Vdministrators,  Report  of  the  Committee  on  Unit  \"aluation. 
Appraisal  of  Railroad  and  Olhcr  Public  Utility  Property  for  Ail  I'alorcm  Tax  Purposes,  1954,  p.  34,  36.  See  also  William  L. 
Grossman,  "Rate  of  Capitalization  of  Earnings  as  an  Evaluation  Technique  in  the  Taxation  of  Railroads  and  Utilities,"  Na- 
tional Tax  Association,  Proceedings  of  the  Forty-fifth  Annual  Conference,  1952,  p.  500-505;  James  C.  Kenady.  ".\  Fair  Rate 
for  Capitalization  of  Earnings,"  p.  417-423;  James  W.  Martin,  Deriving  a  Capitalization  Rate  bv  Statistical  .Analysis;  A 
Progress  Report,  p.  423-433;  John  A.  Gronouski,  "The  Dividend  Rate  of  Capitalization."  p.  434-441  National  Tax  .Association, 
Proceedings  of  the  Forty-sixth  Annual  Conference,  1953.  The  metliods  are  based  on  the  relationship  of  earnings  to  stock 
and  debt  value  and  on  tlie  capitalization  rates  which  different  ty|)cs  of  utility  securities  can  command.  Since  the  methods  em- 
ploy secuntK-s  inarket  data,  results  will  vary  with  changes  in  market  conditions.  There  appears  to  be  no  agreement  on  how 
wide  an  applicability  rates  should  have.  Some  arrive  at  a  single  rate  for  classes  of  utilities,  while  others  arrive  at  individual 
rates  for  each  corporation. 
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will  reveal  the  value  of  its  assets.  This  approach  provides  an  alternative  to  the  use  of 
book  values  of  assets.  The  board  of  equalization  employs  this  evidence  of  value  in  apprais- 
ing railroads  and  major  utilities. 

Some  appraisers  refuse  to  accept  the  stock  and  bond  method.  Critics  argue  that  since 
the  securities  traded  usually  represent  a  non-controlling  interest,  and  frequently  a  very 
small  interest,  the  prices  of  securities  actually  traded  reflect  a  value  vastly  different  from 
the  value  which  would  be  reflected  if  a  controlling  interest  were  traded.  Critics  add, 
moreover,  that  this  method  is  based  on  the  dubious  assumption  that  the  securities  market 
is  guided  solely  by  objective  and  informed  analysis  of  the  utility's  assets  and  operations. 

The  NATA  committee  on  unit  valuation  did  not  consider  these  objections  sufficient  to 
invalidate  this  evidence  of  value.    They  concluded: 

Of  all  the  common  evidences  of  enterprise  value,  the  stock  and  debt 
approach  alone  takes  into  account,  however  imperfectly,  the  myriads  of 
external  factors  that  determine  asset  values.  Value,  which  the  assessor 
seeks  to  find  in  the  most  objective  manner  possible  is,  paradoxically,  a 
subjective  concept;  the  "value"  of  anything  depends  upon  "what  people 
think."  And  the  stock  and  debt  method  of  valuation  points  directly  to 
the  goal  of  the  assessment  process.  That  it  deserves  a  place  in  the  tool 
box  of  every  conscientious  assessor  must  be  evident  beyond  doubt.^- 

To  these  factors  might  be  added  the  advantage  of  its  comparative  simplicity  of  application 
and  its  relative  freedom  from  the  personal  bias  of  the  appraiser. 

The  method  is  not  universally  applicable.  Obviously,  it  can  reveal  the  "market"  value 
of  a  utility's  assets  only  if  a  public  market  exists  for  the  securities  of  the  company,  which  is 
not  always  the  case.    One  authority  makes  this  observation: 

Unless  there  is  an  established  market  for  a  considerable  portion  of 
outstanding  securities  it  is  doubtful  whether  the  stock  and  bond  method 
should  be  used  in  such  cases.  In  other  words,  a  synthetic  market  of  stock 
and  debt,  in  our  opinion,  is  not  to  be  given  much,  if  any,  weight  in  the 
appraisal  of  a  utility  enter prise.^^ 

Criteria  which  will  in  all  cases  establish  what  is  a  "considerable  portion"  cannot  be  de- 
fined. The  appraiser  must  judge  whether  or  not  market  activity  is  significant  to  warrant 
the  use  of  this  method. 

It  is  not  certain  to  what  extent  an  established  market  exists  for  all  instances  of  the 
state  board's  use  of  stock  and  bond  values.  In  some  instances  giving  this  evidence  a  re- 
duced weight  or  discarding  it  should  be  considered.  For  example,  two  railway  companies 
hold  887f  of  the  Chicago,  Burlington  and  Quincy's  securities.  The  remaining  securities  are 
traded  over-the-counter.  In  this  case  the  board  takes  as  the  market  value  of  the  C.B.  & 
Q's  securities  their  values  as  shown  on  the  books  of  the  other  two  railway  companies.  The 
board  should  evaluate  the  trading  of  these  securities  in  terms  of  the  total  inventory  of  C.B. 
&  Q  securities  in  order  to  determine  whether  the  market  for  the  other  127o  is  sufficiently 
active  to  justify  its  use  as  an  indication  of  what  value  the  investing  public  attaches  to  the 
assets  of  the  C.B.  &  Q. 

In  addition  to  evaluating  the  reliability  of  the  securities  market,  the  appraiser  must 
decide  what  prices  to  use.  While  at  least  two  states  use  assessment  day  market  quota- 
tions, use  of  a  single  day's  quotation  is  open  to  the  objection  that  the  market  on  assess- 


"  Report  of  the  NATA  Committee  on    Unit  Valuation,  p.  47. 

'^  C.  M.  Chapman,  "A  Survey  of  State  Assessment  of  Property,   "Final  Report   of  the  California  Joint  Interim   Committee 
Assessment  Practices  to  the  Legislature,  p.  245. 
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ment  day  might  reflect  unusual  conditions.  Therefore,  most  states  which  employ  the  stock 
and  bond  method  use  a  period  average.  The  Montana  board  of  equalization  uses  a  five- 
year  average  of  prices  quoted  on  December  31  preceding  assessment  day. 

A  five-year  average  is  subject  to  the  same  criticism  applied  to  long-term  averages  for 
net  earnings.  Where  the  economics  of  a  utility  is  undergoing  rapid  change,  market  quota- 
tions of  several  years  ago  may  bear  little  relationship  to  present  conditions.  The  NATA 
committee  on  unit  valuation  stated  that  a  long-term  average  "may  be  completely  mislead- 
ing and  is  without  doubt  inferior  to  a  spot  price  or  a  short-term  average".  This  commit- 
tee suggested  that  "a  twelve  month  mean  of  averaged  monthly  high  and  low  quotations" 
be  employed.    A  six-month  period  with  a  year  as  the  maximum  has  also  been  suggested.^'' 

A  further  problem  arises  from  the  fact  that  market  prices  of  a  utility's  securities  do 
not  distinguish  between  the  relative  importance  of  operating  and  non-operating  assets.  In 
some  cases  non-operating  assets  are  the  source  of  a  significant  part  of  a  utility's  income, 
and  stock  and  bond  values  will  be  influenced  by  such  earnings.  Since  the  appraiser  is  at- 
tempting to  value  the  operating  unit  of  a  utility,  some  factor  must  be  applied  to  the  stock 
and  debt  valuation  to  allow  for  the  influence  of  such  income  on  the  value  of  the  securities. 
Where  this  situation  exists  in  Montana,  the  board  subtracts  from  the  utility's  stock  and 
bond  value  the  total  book  value  of  investments  in  affiliated  companies,  other  investments, 
and  miscellaneous  physical  property.  However,  it  seems  doubtful  that  a  direct  relationship 
exists  between  the  book  values  of  securities  and  non-operating  physical  property  on  the 
one  hand  and  the  influence  such  property  has  on  the  stock  and  bond  value  of  a  corpora- 
tion on  the  other.  It  would  seem  that  the  proportion  of  non-operating  income  to  total  in- 
come available  for  fixed  charges  might  more  clearly  reveal  the  effect  of  the  non-operating 
activity  on  stock  and  bond  values. 

The  stock  and  bond  method  is  a  means  of  valuing  assets  by  valuing  liabiUties.  Stock- 
holder's claims,  of  course,  are  not  the  only  claims  against  a  corporation.  Some  maintain, 
therefore,  that  some  account  should  also  be  taken  of  current  and  deferred  liabihties.  While 
it  appears  that  among  those  who  accept  the  stock  and  bond  method  there  is  no  unanimity  on 
the  inclusion  of  current  liabilities,  those  who  advocate  their  incluson  argue  that  not  to  do  so 
is  to  fall  short  of  a  complete  inventory  of  liabilities  and,  hence,  of  assets  as  well.  The 
board  of  equalization  does  not  include  current  liabihties  in  its  use  of  this  technique. 

VALUE  OF  PLANT 

While  not  so  widely  used  as  the  two  evidences  discussed  above,  some  states  employ 
plant  cost  figures  in  appraising  utilities.  Plant  cost  figures  are  of  two  basic  types.  The 
first  of  these  is  variously  called  book  cost,  historic  cost,  or  original  cost.  When  an  allow- 
ance is  made  for  physical  wear  and  tear  on  the  plant,  the  plant  cost  figure  is  referred  to 
as  original  cost  less  depreciation.  Original  cost,  apparently  with  some  allowances  for  de- 
preciation, is  one  of  the  three  factors  the  state  board  of  equalization  considers  in  assessing 
utilities  other  than  railroads. 

The  second  type  of  plant  cost  figure  is  reproduction  cost.  While  original  cost  is  a  re- 
corded, historical  fact,  reproduction  cost  is  a  constructed  figure  which  is  determined  by 
applying  a  price  level  factor  to  the  original  cost  to  bring  it  into  line  with  present  price 
levels.  The  cost  of  replacing  at  present  prices  an  existing  plant  with  a  new  but  essentially 
identical  plant  is  called  "reproduction  cost  new".  The  cost  of  an  equally  depreciated  plant 
is  referred  to  as  "reproduction  cost  new  less  depreciation".  Reproduction  cost  new  less  de- 
preciation is  one  of  the  factors  the  board  considers  in  appraising  railroads. 


'Report  on  the  N.\TA  Committee  on  Unit  Valuation,  p.  38.   John  .-V.  Gronoiiski,  "Refinements  in  the  Use  of  the  Stock  and 
Debt  Approach  to  \'alue,"  National  Tax  Association,  Proceedings  of  the  Forty-eighth  Annual  Conference,  1955,  p.  90. 
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In  unregulated  economic  areas  both  original  cost  and  reproduction  cost  are  useful  in 
determining  value.  Value  is  largely  a  matter  of  anticipating  future  benefits,  either  in  serv- 
ices or  earnings,  which  ownership  of  property  can  supply.  As  indicating  what  the  owner 
was  wilhng  to  pay  as  a  means  of  securing  benefits  of  property  ownership,  original  cost  is 
a  good  index  of  value  in  the  appraisal  of  relatively  new  property.  However,  with  the  pass- 
age of  time  the  relevance  of  original  cost  may  be  altered  by  changes  in  style,  technology 
and  price  levels.  Where  this  is  the  case,  reproduction  cost  may  be  a  more  reliable  evidence 
of  value.  One  who  wishes  to  engage  in  a  certain  business,  for  example,  will  have  to  decide 
between  buying  existing  facilities  and  building  a  new  plant.  Present  constructon  costs  in 
part  will  determine  the  value  of  the  existing  plant. 

In  the  regulated  field  of  utilities  the  relevance  of  the  several  types  of  cost  figures 
largely  depends  upon  what  plant  cost  rate-making  bodies  will  accept  in  establishing  rate 
bases.  Since  the  Montana  Public  Service  Commission  considers  depreciated  reproduction 
cost,  original  cost  and  depreciated  original  cost,  the  board  of  equalization  should  consider 
giving  some  weight  to  all  three  plant  cost  figures  for  utilities  whose  rate  bases  are  deter- 
mined by  the  Public  Service  Commission.'"' 

On  the  other  hand,  the  board's  giving  reproduction  cost  new  less  depreciation  equal 
weight  to  stock  and  bond  value  and  capitalized  net  earnings  in  appraising  railroads  ap- 
pears questionable.  In  the  first  place,  competition  from  other  private  and  public  means  of 
transportation  has  rendered  much  railroad  plant  obsolete.  On  this  score  the  following  ob- 
servation has  been  made: 

Original  or  reproductive  cost  loses  its  worth  as  an  indication  of  tax- 
able value  on  account  of  the  greatly  changed  status  of  the  industry.  The 
problem  here  is  primarily  that  of  accurately  or  adequately  determining 
the  measure  of  economic  depreciation  occasioned  by  inability  to  earn  and 
obsolescence  arising  from  new  methods  of  operation  and  the  changed  pat- 
tern of  revenue  sources.^^ 

In  the  second  place,  reproduction  costs  bear  little  relation  to  the  earning  prospects  of 
railroads.  One  writer  on  appraisal  of  utilities  referred  to  the  I.C.C.'s  consideration  of  re- 
production costs  in  establishing  rates  as  '"problematical".    He  added: 

. . ,  in  the  rail  carrier  industry  today  the  determination  of  a  fair  rate 
of  return  on  any  cost  concept  would  be  wholly  theoretical.  Few  carriers 
are  earning  what  could  be  called  a  reasonable  return  on  investment  cost 
and  the  picture  would  be  worse  if  reproduction  costs  were  the  rate  base. 
It  is  not  a  question  of  a  fair  return  on  any  sort  of  a  cost  concept,  but 
rather  the  fixing  of  prices  in  a  competitive  field.  Such  prices  are  limited 
primarily  by  what  the  traffic  will  bear.^' 


"  A  question  which  commonly  arises  in  discussions  of  utility  appraisal  is  why  utilities  are  given  one  base  for  rate  making  and 
another  for  tax  purposes.  On  this  matter  the  Report  of  the  NATA  Committee  on  Unit  Valuation  made  the  following  obser- 
vations : 

The  rate  base  is  a  special  type  of  cost  concept,  compounded  out  of  varying  proportions  of  depreciated  original  and  re- 
placement costs  depending  upon  the  times  and  the  predilections  of  regulatory  commissions.    It  is  a  predetermined  capital 
sum  on  which  the  regulatory  body  is  willing  to  allow  a  public  utility  to  earn  what  it  deems  to  be  a  "fair  return."    Since 
the  whole  purpose  of  estabhshing  a  rate  base  is  to  judge  the  adequacy  of  the  utility's  earnings,  it  would  be  fallacious,  cir- 
cular reasoning  to  determine  the  rate  base  by  capitalizing   earnings — a  standard  procedure  in  property  appraisals.    If  a 
utility  is  able  to  earn  such  a  return  and  no  more,  and  the  regulatory  commission's   concept   of  a  fair   return  agrees  with 
that  of  the  investing  public,  then  the  value  and  the  rate  base  are  equal.    Obviously,  however,  it  would  be  more  or  less 
coincidental  if  both  of  these  qualifications  were  satisfied  in  any  given  case.    (p.  13') 
Although  the  rate  and  tax  bases  are  not  necessarily  the  same,  both  assessing  and  regulating  agencies  are  concerned  with  de- 
terminirig  the  plant  value  of  utilities  and  could  benefit  bv  an  exchange  of  information.    In  some  cases  the  indices  of  value  com- 
piled for  the  two  purposes  are  identical.   In  Montana,  although  the  state  board  of  equalization  is  situated  only  a  few  feet  across 
the  hall  from  the  board  of  railroad  commissioners,  there  has   been  no  attempt  until  very  recently  to  exchange  information  or 
ideas. 
"Earl  H.  Browning,  "Railroad  Property  Valuation  Problems,"  National  Tax  Association,  Proceedings  of  the  Fiftieth  Confer- 
ence, 19S7,  p.  466. 
"  C.  M.  Chapman,  op.  cit.,  p.  252. 

—51— 


I 


If  the  relationship  of  plant  cost  to  earning  possibilities  is  taken  as  a  vahd  criterion  for 
the  use  of  cost  as  an  evidence  of  value,  the  board's  use  of  cost  figures  does  not  appear  en- 
tirely reasonable.  Probably  some  weight  should  be  given  to  depreciated  reproduction  cost  in 
appraisal  of  utilities  other  than  railroads.  On  the  other  hand,  a  lesser  weight  should  be 
given  to  plant  cost  in  the  appraisal  of  railroads. 

COMBINING  THE  EVIDENCES  OF  VALUE 

In  determining  capitalized  net  earnings,  stock  and  bond  value  and  plant  cost,  the  ap- 
praiser is  a  collector  and  recorder  of  data.  He  has  yet  to  perform  the  act  of  appraisal,  the 
estimation  of  value.  In  some  states  the  value  evidences  are  combined  by  a  simple  average 
or  by  assigning  the  several  evidences  various  weights.  Other  states  rely  on  the  appraiser's 
judgment. 

One  widely  known  student  of  utility  appraisal  notes  that  no  two  railroads  or  utilities 
have  the  same  operating  characteristics.    He  concludes,  therefore: 

The  assessor  who  relies  on  a  formula  is  apt  to  forget  that  his  primary 
responsibility  is  to  arrive  at  a  reasonable  estimate  of  value;  that  the 
evidences  of  value  are  only  means  to  that  end  and  not  ends  in  themselves. 
Use  of  a  fixed  general  formula  places  the  emphasis  in  the  wrong  place — 
the  estimate  is  made  to  conform  to  an  A  PRIORI  notion  of  the  relative 
importance  of  the  several  fragments  of  evidence,  regardless  of  their  ac- 
tual pertinence  to  the  ultimate  market  value  objective.^^ 

The  Montana  Board  of  Equalization,  where  possible,  averages  their  three  factors  to  ar- 
rive at  "market  value".  Since  each  appraisal  task  is  unique,  it  is  unlikely  that  adherence 
to  any  one  method  of  combining  evidence  of  value  will  yield  satisfactory  results.  To  de- 
fend a  rigid  formula  on  the  basis  of  historic  usage  or  apparent  acceptance  by  other  states 
is  to  disregard  recent  developments  in  utility  appraisal  methods.  To  be  sure,  many  other 
states  do  employ  the  same  indices  of  value,  but  they  are  frequently  used  in  different  com- 
binations and  proportions,  depending  on  the  nature  of  the  utility. 

The  NATA  Committee  on  Unit  Valuation  has  not  recommended  any  one  way  of  com- 
bining the  several  evidences  of  value  in  order  to  arrive  at  a  valuation.  The  committee 
made  the  following  observation: 

//  the  task  were  that  simple,  it  could  be  assigned  to  a  statistical  clerk 
who  could  grind  out  the  results  on  a  calculating  machine.  But  the  tools 
with  which  the  assessor  works  (the  value  evidences)  are  not  sufficiently 
error-proof  to  warrant  implicit  reliance  on  any  such  mathematical  aver- 
ages. That  is  the  reason  why  this  report  has  repeatedly  stressed  the  im- 
portance of  abundant  background  material  to  aid  the  assessor  in  the  in- 
terpretation of  appraisal  data.  We  are  fully  convinced  that  this  also  is 
the  fundamental  reason  why  the  several  state  statutes  and  the  repeated 
court  dicta  delegate  to  the  assessor  the  exercise  of  judgment.  But  we 
repeat  that  the  assessor  has  not  fulfilled  his  duty  unless  he  has  fortified 
himself  with  interpretative  data  to  give  substance  to  his  judgment.^^ 

Conclusious 

As  mentioned  earlier  in  this  report,  the  Council  does  not  conclude  that  the  board's 
utility  appraisal  methods  are  necessarily  "wrong"  or  that  inaccurate  results  have  been  at- 
tained. "Value"  is  not  a  precise  term.  Since  the  results  of  any  appraisal  process  must  in 
part  be  based  upon  judgment,  equally  competent  appraisers  may  differ  as  much  as  ten  or 
fifteen  per  cent  in  their  answers  to  an  appraisal  problem.  However,  it  seems  fair  to  say 
that  the  board  has  devoted  little  energy  to  a  continuing,  critical  examination  of  its 
methods. 


'"John  A.  Groiiouski,  "The  Taxation  of  Utilities,"  Michigan  Tax  Study  Staff  Papers,  1958,  p.  312. 
'"  Report  of  NATA  Committee  on  Unit  Valuation,  p.  60. 
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EQUALIZATION  OF  UTILITY  ASSESSMENTS 

Impact  of  the  Board's  Reduction  of  Utility  Assessments 

The  state  board  of  equalization  reduced  its  assessments  of  utilities  in  1959.  This  ac- 
tion resulted  in  a  reduction  of  assessed  valuation  for  the  major  utilities  alone  of  almost 
$35,000,000  or  a  12.7%  decrease.  Small  telephone  companies,  telephone  and  electric  coop- 
eratives, airlines  and  pipelines,  not  included  in  this  calculation  had  a  total  1959  allocation  of 
$39,626,853.  If  the  same  percentage  loss  factor  is  applied  to  this  sum,  the  loss  amounts  to  an 
additional  $5,764,728,  or  a  total  state-wide  loss  of  assessed  value  of  allocations  of  $40,584,043. 
Allocations  of  cooperatives  are  taxable  at  T7c  of  assessed  value;  allocations  of  other  utilities 
are  taxable  at  40'^; .  The  loss  of  taxable  value  for  the  major  utilities  alone  amounts  to  al- 
most $14,000,000.  The  reduction  is  partially  reflected  in  the  net  loss  of  $9,126,957  in  the 
taxable  value  of  utilities  between   1958  and   1959. 

The  state  board  maintains  that  its  reduction  of  utility  assessments  was  justified  as  an 
equalization  measure.  The  board's  action  hinges  on  their  contention  that  the  state-wide 
average  level  of  assessment  for  all  types  of  locally  assessed  property  is  35  to  21%  of  true 
value,  and  that  their  own  assessment  of  inter-county  property  of  utilities  averages  some 
twenty  percentage  points  higher  than  this.  If  the  board's  method  of  assessing  utility  prop- 
erty succeeds  in  arriving  at  market  value,  and  if  the  board's  move  is  the  proper  and  best 
solution  to  remedy  inequality  among  classes  of  taxpayers,  the  justice  of  the  board's  cause 
must  rest  upon  the  accuracy  of  its  35  to  37%  figure  for  the  level  of  assessment  of  locally 
assessed  property. 

Equalization   Must  be  Based  on  Fact 

It  is  common  knowledge  that  Montana's  property  tax  assessments  are  made  at  less 
than  the  statutory  requirement  of  "full  cash  value".  It  is  also  widely  acknowledged  that 
all  property  is  not  assessed  at  a  consistent  fraction  of  full  cash  value.  Most  taxpayers  can 
point  to  specific  inequities  which  arise  from  this  situation.  But  common  knowledge  of  a 
general  situation  or  an  awareness  of  isolated  inequities  is  not  sufficient  information  upon 
which  to  base  a  program  of  equalization  of  assessments.  To  equalize,  the  board  needs  to 
know  the  ratio  of  assessed  to  true  value  of  the  property  it  assesses.  The  board  must  also 
know  the  average  ratios  of  assessed  to  true  value  among  the  counties.  Within  each  county 
the  Board  ought  to  know  average  assessment  ratios  of  the  various  classes  of  property. 

Assessment  level  ratios  for  real  estate  can  be  ascertained  by  one  of  two  techniques,  or 
a  combination  of  both.  The  first  of  these  is  called  the  representative  sampling  technique. 
It  consists  of  the  appraisal  of  representative  samples  of  different  types  of  real  estate  in  dif- 
ferent geographic  areas  by  professional  appraisers.  Levels  of  assessment  are  determined  by 
a  comparison  of  the  appraisal  results  with  valuations  made  by  the  local  assessor.  A  second 
widely  employed  technique  is  the  sales-assessment  ratio  study,  which  consists  of  a  com- 
parison of  the  sales  prices  of  property  transfers  with  assessments. 

Each  of  the  two  techniques  has  inherent  strengths  and  weaknesses.  The  sales  ratio 
method  is  subject  to  sampling  errors.  Different  types  of  real  property  are  sold  more  fre- 
quently than  others.  Sales  of  residential  properties  are  the  most  frequent  type  of  property 
transfer;  and  among  these,  sales  of  new  properties  generally  occur  more  often  than  sales  of 
old  residences.  This  would  be  immaterial  if  the  different  types  of  real  estate  were  ap- 
praised equally,  but  it  is  common  knowledge  among  appraisers  that  they  are  not  consist- 
ently appraised  at  the  same  fraction  of  market  value.  Sales  ratio  studies  may  reflect  this 
bias. 

This  limitation  is  readily  overcome  by  the  representative  sampUng  method.  Samples 
can  be  defined  so  as  to  include  whatever  kinds  of  real  estate  are  needed.  However,  the 
accuracy  of  the  field  appraisal  of  the  properties  in  the  sample  will  always  be  a  question 
mark;  the  bias  of  the  appraiser  is  an  ever  present  threat  to  accuracy  and  objectivity. 
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Thus,  the  sales  ratio  method  has  the  advantage  of  an  objective  determination  of  "mar- 
ket value"  but  is  subject  to  sampling  bias.  On  the  other  hand,  the  respresentative  sampling 
method  has  the  advantage  of  objective  sampling,  but  may  admit  bias  in  the  determina- 
tion of  "market  value".  Because  it  can  be  more  economically  employed,  the  sales  ratio 
method  is  more  widely  used.  In  some  states  the  representative  sampUng  technique  is  used 
to  supplement  sales  ratio  studies  for  types  of  real  estate  which  are  infrequently  sold. 

The  Board's   35-37%    Assessment   Level   Figure 

The  chairman  of  the  board  has  explained  that  the  35-37'/  ratio  does  not  pertain  to  last 
year's  assessments,  or  even  to  the  previous  year,  but  to  an  average  of  several  years  before 
that.  The  chairman  of  the  board  has  stated  that  the  ratio  for  last  year  and  for  this  year 
might  be  higher.  While  the  board  claims  that  this  figure  refers  to  the  assessment  of  all 
property  in  the  state,  both  personal  and  real,  the  figure  appears  to  be  largely  based  upon 
real  estate  sales  ratio  studies  conducted  by  same  of  the  larger  utilities  owning  property  in 
the  state.  The  data  used  in  the  studies  of  several  years  ago  were  not  examined.  How- 
ever, similar  studies  are  made  annually  by  the  major  utilities  for  the  board.  The  data  com- 
piled for  1959  are  presented  in  summary  form  in  Appendix  B. 

Some  Aspects   of   Sales  Ratio   Studies 

A  sales  ratio  study  is  a  means  used  to  arrive  at  an  average  assessment-sales  ratio  for  a 
county  or  state  or  for  a  class  of  property.  If  the  study  is  properly  conducted,  the  average 
will  be  reasonably  indicative  of  the  general  level  of  assessment  in  the  jurisdiction  or  class 
of  property  surveyed.  Sales  ratio  studies  can  also  be  used  to  determine  the  extent  of  as- 
sessment uniformity  achieved  by  each  assessor  and  among  the  several  assessors.  This  is 
revealed  by  the  spread  or  range  of  individual  ratios  or  average  ratios.  The  degree  of  uni- 
formity can  be  measured  by  one  of  several  statistical  devices. 

Whatever  the  purpose  of  a  sales  ratio  study,  the  reliability  of  the  results  will  depend 
upon  the  methods  used  to  determine  them.  To  yield  reliable  results,  the  study  must  be 
conducted  carefully  and  in  accord  with  clearly  defined  procedures.  Data  must  be  carefully 
screened,  classified  and  interpreted  by  competent  statisticians.  An  outline  of  some  of  the 
steps  of  a  sales  ratio  study  is  presented  below. 

ACCEPTABILITY  OF  DATA 

A  sales  ratio  is  a  comparison  of  the  assessor's  judgment  of  value  to  sales  prices  and  is 
predicated  on  the  assumption  that  market  prices  are  a  reliable  standard  of  value.  "Value", 
in  fact,  is  often  defined  as  the  price  property  will  bring  in  an  exchange  between  a  willing 
seller  and  alternative,  informed  buyers.  Obviously,  not  all  sales  fall  into  this  category. 
Sales  data  must,  therefore,  be  carefully  screened  to  insure  that  all  represent  "arm's  length" 
transactions.  Forced  sales,  sales  between  related  individuals  or  corporations,  and  sales  in- 
volving nonprofit  institutions  are  examples  of  the  types  of  sales  usually  excluded. 

Adequate  screening  is  sometimes  difficult  to  achieve  if  the  study  is  dependent  solely 
upon  data  usually  recorded  in  county  offices.  For  example,  sales  between  individuals  with 
the  same  surname  are  usually  excluded,  but  this  criterion  is  inadequate  where  relationship 
is  disguised  by  different  surnames,  or  where  surnames  are  the  same  but  no  relationship 
exists. 

After  a  sale  has  been  screened,  the  sale  price  has  to  be  examined  for  possible  distor- 
tion. Unless  special  provision  has  been  made  for  recording  the  full  consideration  for  the 
purposes  of  the  study,  the  price  has  to  be  estimated  from  the  face  value  of  affixed  federal 
revenue  stamps,  which  is  not  a  fool-proof  device.  Stamps  are  not  always  affixed  to  the  re- 
corded deed.   Because  the  tax  is  imposed  on  every  $500  of  the  price,  there  is  a  margin  for 
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inaccuracy.  While  in  most  cases  the  error  will  be  of  little  consequence,  in  the  case  of 
transfer  of  very  low-value  property,  the  margin  of  error  may  be  a  significant  per  cent  of 
consideration.  A  more  serious  difficulty  arises  from  the  practice  of  "overstamping".  A  pur- 
chaser for  various  reasons  may  wish  to  conceal  the  price,  which  he  can  do  by  applying 
more  stamps  than  required  by  federal  law. 

Distortions  may  also  result  from  the  inclusion  of  considerations  for  other  than  real 
property.  Inclusion  of  personal  property  can  be  bothersome  in  sales  of  farm  land,  seasonal 
residences,  and  commercial  property.  Transfers  may  also  include  a  reservation  of  rights,  an 
exchange  of  properties,  sale  of  partial  interest,  or  the  buyer's  assumption  of  encumbrances 
on  the  property.  The  records  will  not  always  reveal  the  existence  of  such  conditions.  There- 
fore, information  available  from  assessors'  and  recorders'  offices  has  to  be  supplemented 
with  information  obtained  directly  from  the  parties  to  the  sale. 

The  assessment  is  a  readily  available  figure.  However,  in  some  cases  it  is  desirable  to 
subject  the  assessment  figure  to  further  scrutiny.  Since  the  condition  of  the  property  at 
time  of  sale  may  be  different  from  what  it  was  on  assessment  day,  the  assessment  might 
be  unrepresentative  of  the  assessor's  general  appraisal  practices.  There  are  occasions  where 
assessments  naturally  lag  behind  real  values.  For  example,  sales  involving  new,  or  rapidly 
developing  home-site  areas  or  commercial  centers  or  other  property  affected  by  extraordi- 
nary speculation,  might  show  sales  values  far  in  excess  of  the  last  assessed  value.  It  is  con- 
ceivable that  grazing  land  near  a  city  could  be  platted  and  sold  as  lots  between  assessment 
dates.  Where  the  difference  between  sales  price  and  assessed  value  is  extreme,  natural  lag 
may  be  reflected. 

CLASSIFICATION  OF  DATA 

After  the  data  have  been  carefully  gathered,  they  must  be  classified.  The  extent  of  the 
classification  depends  upon  the  purpose  of  the  study,  the  number  of  transactions  available 
and  the  nature  of  assessment  records.  The  data  ought  first  to  be  grouped  by  assessment 
jurisdictions,  which  in  Montana  are  the  counties.  This  permits  inter-county  comparisons  — 
the  assessor's  performance  can  be  measured  against  that  of  his  fellow  assessors  —  which 
must  be  made  before  steps  toward  inter-countj'  equalization  can  be  taken. 

Assessments  on  different  kinds  of  property  within  counties  are  not  likely  to  be  uni- 
form. By  revealing  assessment  discrepancies,  further  classification  of  sales  can  aid  in  achiev- 
ing intra-county  equalization.  Sales  are  generally  classified  by  area,  either  rural  or  urban 
and  in  some  instances  suburban.  Sales  can  be  further  grouped  according  to  use.  Rural 
property  can  be  classed  as  grazing  and  tillable  land,  and  a  further  distinction  can  be  made 
between  dry  land  and  irrigated  land.  Urban  properties  can  be  classed  as  residential,  com- 
mercial, or  industrial  as  well  as  by  age  groups  within  each  use  class.  Because  low-value 
improvements  are  generally  assessed  at  a  greater  fraction  of  their  value  than  very  expen- 
sive dwellings,  it  is  advantageous  to  add  still  another  break-down  by  value  group  where 
transactions  are  numerous  enough  to  permit  such  extensive  classification. 

Sales  ratio  studies  are  based  on  samples.  Arm's-length  property  transfers  within  the 
period  covered  by  the  study  constitute  the  sample.  It  is  assumed  that  the  same  relationship 
between  assessments  and  market  price  as  exists  in  the  sample  will  apply  to  all  real  proper- 
ty in  the  class  of  assessment  jurisdiction  being  considered.  The  validity  of  this  assumption 
depends  upon  the  adequacy  of  the  sample. 

As  mentioned  above,  sales  ratio  studies  are  subject  to  inherent  sampling  bias  because 
classes  of  real  property  are  not  uniformly  assessed  and  not  all  types  are  sold  with  equal 
frequency.    Detailed  classification  of  the  data  can  reduce  the  impact  of  this  bias  by  per- 
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mitting  an  identification  of  those  classes  for  which  the  sample  will  yield  more  or  less  re- 
liable results  and  those  for  which  the  sample  is  inadequate.  However,  all  samples  are  sub- 
ject to  error.  It  is  necessary,  therefore,  that  the  reliability  of  averages  derived  from  the 
samples  be  measured  by  statistical  tools  so  that  when  the  averages  are  employed  the  mar- 
gin of  error  to  which  they  are  subject  will  be  known. 

USE  OF  THE  DATA 

When  the  sales  price  and  assessment  have  been  established,  individual  ratios  for  each 
transaction  can  be  ascertained;  then  the  average  for  each  class  of  property  has  to  be  de- 
termined. This  can  be  done  either  by  employing  the  median  or  the  arithmetic  mean.  (The 
median  is  the  middle  figure  of  a  series  arranged  according  to  magnitude;  the  arithmetic 
mean  is  the  sum  of  a  group  of  figures  divided  by  the  number  of  figures).  Which  average 
is  employed  may  be  dictated  by  the  nature  of  the  data.  Where  the  sample  is  small  and 
marked  by  extremes,  it  might  be  desirable  to  use  the  median,  since  it  does  not  reflect  the 
influence  of  extreme  highs  and  lows. 

If  the  mean  is  employed,  the  a\-erage  can  be  weighted  or  unweighted.  An  unweighted 
average  is  determined  by  adding  the  individual  ratios  and  dividing  the  sum  by  the  number 
of  ratios.  A  weighted  average  is  determined  by  dividing  the  total  assessment  for  all  the 
properties  in  the  sample  by  the  total  sales  price.  Whether  a  weighted  or  unweighted  mean 
is  employed  also  depends,  in  part,  on  the  nature  of  the  data.  Where  the  unweighted  mean 
is  employed,  each  individual  transaction  is  of  equal  importance.  In  the  weighted  mean  the 
larger  the  sales  price,  the  greater  influence  it  has  on  the  average. 

The  next  step  is  to  compute  a  general  level-of-assessment  figure  for  each  county  and 
the  state.  County-wide  averages  should  be  determined  by  weighting  each  class  average  in 
proportion  to  the  total  value  of  that  class  of  property  in  the  county.  For  example,  if  urban 
real  property  comprises  only  one-tenth  of  a  county's  total  valuation,  it  should  not  be  given 
equal  weight  with  rural  real  property  in  determining  a  county-wide  average.  The  total 
value  of  each  class  can  be  computed  by  dividing  the  total  assessed  value  of  the  class  of 
property  by  the  average  ratio  which  has  been  determined  for  the  class  of  property.  Similar- 
ly, the  average  state-wide  ratio  ought  to  be  determined  by  weighting  each  county  in  pro- 
portion to  the  valuation  the  county  bears  to  the  valuation  of  the  entire  state.  The  degree 
of  refinement  which  can  be  given  to  the  weighting  of  the  averages  to  arrive  at  a  general 
figure  depends  upon  how  detailed  the  classification  of  the  data  has  been. 

The   Board's   Sales  Ratio   Study 

The  board  provided  the  utilities  conducting  the  study  with  instructions  for  the  exclu- 
sion of  unusable  transactions.  The  list  of  types  of  transfers  to  be  excluded  is  given  in 
Appendix  C.  If  these  were  followed,  the  sales  used  in  the  study  probably  represented  arm's- 
length  transactions  to  the  extent  that  it  is  possible  to  make  adequate  distinctions  among 
property  transfers  solely  from  county  records.  Apparently  no  effort  was  made  to  go 
behind  the  records  to  the  parties  themselves.  Therefore,  because  of  the  limitations  of  coun- 
ty records  discussed  above,  there  is  only  limited  insurance  that  the  sales  used  in  the  study 
represented  arm's-length  transactions. 

Field  agents  of  the  utility  companies  were  instructed  to  discard  sales  where  the  con- 
sideration included  personal  property.  In  some  cases,  but  not  all,  county  records  will  indi- 
cate the  inclusion  of  personal  property  in  sales.  What  effort  was  made  to  screen  unrepre- 
sentative as.sessments  is  not  known;  however,  "unusually  extreme"  ratios  were  discarded. 
Since  the  board  did  not  establish  criteria  for  unusable  ratios  by  defining  "extreme",  there 
is  no  certainty  that  the  several  utilities  used  the  same  basis  for  exclusion. 
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When  a  central  agency  relies  on  the  summary  results  of  work  completed  by  more  than 
one  group,  assurance  that  uniform  procedures  were  employed  is  lacking.  The  Report  of  the 
NATA  Committee  on  Sales  Ratio  Data  commented  on  this  situation  as  follows: 

Data  gathered  or  sent  in  from  the  field  should  be  carefully  edited 
and  the  analysis  made  by  a  central  office  with  facilities  for  testing  its 
work.  It  does  not  seem  desirable  that  individual  studies  be  made  and 
their  summary  results  sent  to  a  central  office  for  coordination  since  there 
is  likely  to  be  non-uniformity  in  the  editing  and  work  of  processing.  It  is 
desirable,  also,  that  the  statistical  analysis  be  made  by  a  central  agency 
since  the  use  of  current  statistical  procedures  and  modern  machinery  can 
be  better  utilized.^'' 

The  data  were  classified  only  as  rural  and  urban  real  estate.  No  consideration  was 
given  to  the  adequacy  of  samples  for  the  two  classes.  The  size  of  the  sample  is  important. 
The  larger  the  sample,  the  more  reliable  will  be  the  results.  In  six  counties  urban  transac- 
tions numbered  ten  or  fewer  and  in  twelve  counties  rural  transactions  numbered  ten  or 
fewer.  Nonetheless,  the  same  reliability  was  attributed  to  the  ratios  for  such  counties  as 
the  ratios  for  counties  where  the  transactions  numbered  several  hundred  or  more. 

County-wide  ratios  were  determined  by  an  aggregate  average.  That  is,  the  sum  of  all 
assessments  was  divided  by  the  sum  of  all  sales  prices.  In  arriving  at  an  average  state- 
wide ratio,  the  board  used  a  simple  average  of  the  56  county  averages.  This  method  of 
determining  the  average  for  the  state  gives  the  ratio  for  Treasure  county  the  same  weight 
as  the  ratio  for  Cascade  or  Yellowstone  county. 

In  some  Montana  counties  a  detailed  classification  breakdown  would  have  been  impos- 
sible or  of  little  use  because  of  the  small  number  of  transactions,  but  in  Cascade,  Flathead, 
Yellowstone  and  Missoula  counties,  and  a  few  others,  the  number  of  samples  were  high 
enough  to  warrant  a  more  detailed  classification  of  the  data.  It  is  unfortunate  that  this 
was  not  done  because  it  casts  doubts  upon  the  results.  Had  a  more  extensive  classification 
of  the  transactions  been  made,  it  would  have  been  possible  to  arrive  at  county-wide  and 
state-wide  ratios  by  weighting  different  classes  in  proportion  to  the  total  value  of  each 
class  of  property.  The  NATA  Committee  on  Sales  Ratio  Data  made  the  following  comment 
on  the  use  of  simple  averages: 

...  a  simple  average  of  the  assessment-sales  ratios  of  all  the  prop- 
erty in  an  area  is  not  likely  to  give  reliable  results;  sales  data  must  be 
stratified  and  an  average  ratio  derived  for  each  of  the  various  classes  of 
property  in  the  area.  When  these  class  averages  are  properly  weighted 
and  averaged  an  assessment-sales  ratio  is  derived  which  adequately  re- 
flects the  level  of  assessment  for  the  area  under  consideration.-' 

The  board  itself  appears  unwilling  to  vouch  for  the  accuracy  of  the  sales  ratios  fur- 
nished by  the  utilities  and  published  in  its  own  17th  Biennial  Report  (1956).  The  board's 
brief  for  the  supreme  court  case  of  Yellowstone  Pipeline  Company  and  Oil  Basin  Pipeline 
Company  vs.  The  State  Board  of  Equalization  contains  the  argument  that  the  results  of  this 
ratio  study  could  not  be  considered  reliable  evidence  for  the  level  of  assessment  in  Yellow- 
stone county,  or  any  other  county.    The  brief  commented  on  the  study  as  follows: 

This  Court  will  find  from  the  record  herein  that  this  three-year  ratio 
study  can  in  no  way  be  deemed  to  establish  or  constitute  evidence  of  the 
assessment  level  in  Yellowstone  County  for  1955,  since  it  reflects  only 
those  values  established  by  isolated  sales  transactions  during  the  three- 
year  period — 1954,  1955  and  1956.  It  is  an  average  of  all  such  years  and 
was  a  study  prepared  for  the  State  Board  by  Utility  companies  and  other 
owners  of  inter-county  system  properties,  (p.  11) 


'  National  Association  of  Tax  Administrators,  Report  of  the  Committee  on  Sales  Ratio  Data,  Guide  for  Assessment-Sales  Ra- 
tio Studies,  1954,  p.  2. 
'  Report  of  the  NATA  Committee  on  Sales  Ratio  Data,  p.  24. 
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The  brief  indicates  that  besides  being  a  three-year  average  of  highs  and  lows,  there  is  no 
assurance  that  the  averages  are  indicative  of  the  general  level  of  assessment: 

The  study  is  based  solely  upon  those  properties  which  were  SOLD 
in  the  three-year  period  and  as  to  which  the  sale  price  could  be  determined 
from  the  deed  or  revenue  stamps  attached,  as  recorded  with  the  county 
clerk.  There  is  no  evidence  showing  that  the  properties  sold  during  this 
period  were  representative  of  all  properties,  or  what  the  percentage  of 
properties  sold  was  to  the  total  of  all  property,  (pp.  58-59) 

Finally,  the  brief  quotes  the  court  testimony  of  a  member  of  the  board  on  the  validity  of  the 
study: 

The  accuracy  of  the  study  is  in  no  way  guaranteed  by  the  Board.  Mr. 

Byrne  in  his  testimony  (Tr.  274)  states  the  purpose  for  which  the  study 

was  published,  as  follows: 

"Well,  we  can't  guarantee  it,  but  as  I  have  said,  we  use  it  for  what  it 
is  worth,  and  we  use  it  to  indicate  a  condition  that  we  had  been  striving 
to  correct  and  are  still  striving  to  correct,  but  we  just  use  it  for  what  it 
is  worth,  we  don't  guarantee  it,  and  in  fact,  some  places  we  found  that 
there  might  have  been  considerable  percentage  of  error,  but  still  we  con- 
sider it  valuable."  (p.  59) 

The  Problem   of   Personal   Property 

The  board  has  stated  that  their  figure  of  35-37%  is  meant  to  refer  to  the  state-wide 
average  level  of  assessment  for  all  property,  personal  as  well  as  real  property.  Even  if  the 
ratio  studies  conducted  by  the  utihties  produced  a  reasonably  accurate  index  of  the  level 
of  real  property  assessment,  the  combining  of  personal  property  ratios  determined  by  a  dis- 
tinctly different  method  with  real  property  assessment  ratios  is  open  to  question. 

The  chairman  of  the  board  stated  that  assessment  levels  for  cattle,  for  example,  are 
derived  by  comparing  average  market  prices  for  the  different  classes  of  cattle  from  the  U. 
S.  Department  of  Agi'iculture  and  the  Montana  Livestock  Sanitary  Board  with  assessments. 
He  estimated  that  cattle  are  being  assessed  at  about  40%  on  a  state-wide  basis. 

The  board  sends  field  agents  out  to  spot  check  stocks  and  merchandise  by  comparing 
assessments  against  invoices  as  of  March  1st.  Such  checks  are  apparently  made  infrequently, 
but  on  the  basis  of  these  field  checks  the  board  estimates  that  stocks  and  merchandise  are 
assessed  at  20  to  SO'/o  of  full  value.  The  chairman  of  the  board  made  no  comment  on  how 
the  assessment  level  of  other  kinds  of  personal  property  is  ascertained.  He  did  say  that 
farm  machinery  is  probably  being  assessed  at  50%  of  value;  passenger  vehicles,  66-2/3% 
of  list  price;  and  trucks  at  75%  of  list  price. 

Estimates  of  personal  property  assessment  levels  by  board  members  are  not  always 
consistent.  Mr.  Byrne  testified  in  district  court  in  the  Yellowstone  Pipeline  Case  that  con- 
siderable quantities  of  personal  property  are  assessed  at  more  than  50%  of  their  true  value. 
(Tr.  393-403.)  He  stated  that  about  25',(  of  the  total  property  value  of  the  state  is  personal 
property  assessed  by  means  of  established  schedules.  According  to  his  testimony,  some  of 
these  assessment  levels  are  as  follows:  motor  vehicles  and  house  trailers,  about  707c;  live- 
stock, about  707o;  oil  field  machinery  and  equipment,  about  50%  of  original  cost  irrespec- 
tive of  age;  lumber,  about  60%)  of  market  value;  agricultural  products  in  storage,  approxi- 
mately market  value;  patented  mining  claims,  the  price  paid  the  federal  government;  and 
net  proceeds  of  mines,  assessed  at  full  value. 

The  board's  attorney  argued  before  the  Supreme  Court  on  the  basis  of  this  testimony 
that  personal  property  covered  by  assessment  schedules  constitutes  about  25 7o  of  assessed 
value  of  the  state  and  that  the  assessment  levels  of  these  schedules  varied  from  60  to  80% 
of  market  value.  He  also  argued  that  assessments  made  by  the  state  board  of  equalization 
constitute  about  another  257c  of  the  tax  value  of  the  state  and  that  the  board's  assessments 
ranged  from  60-85%  of  the  board's  unit  determination  of  market  value,    (p.  50) 
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Conclusions 

The  board's  duty  to  equalize  is  specific  and  mandatory.  Article  12,  Section  15  of  the 
state  constitution  requires  the  board  to  "adjust  and  equalize  the  valuation  of  taxable  prop- 
erty among  the  several  counties,  and  the  different  classes  of  taxable  property  in  any  county 
and  in  the  several  counties  and  between  indi\'idual  taxpayers".  Equalization  must  be 
based  upon  facts,  not  guess  work.  Efforts  to  equalize  which  are  predicated  on  figures  of 
dubious  validity  will  not  necessarily  result  in  equahzation  and  may  further  compound  exist- 
ing inequities.  The  gathering  of  facts  on  assessments  within  and  among  counties  by  sales 
ratio  studies,  or  by  whatever  method,  is  an  inseparable  part  of  the  Board's  duty  to  equalize. 

Griffenhagen  and  Associates  made  the  following  observation  in  1941: 

One  serious  deficiency  in  the  administration  of  property  taxes  is  evi- 
dent. The  Board  does  not  have  all  the  facts  upon  which  the  determina- 
tion of  policy  and  the  charting  of  administration  procedures  should  rest. 
Knowledge  of  the  extent  to  which  assessed  valuations  conform  to  actual 
valuations  as  required  by  law,  is  essential  information  in  the  equalization 
of  assessments.-^ 

This  deficiency  is  still  present.  The  board's  attempt  to  equalize  utility  assessments  with  the 
general  level  of  state-wide  property  assessment  was  based  on  sales  ratio  studies  conducted 
by  utility  companies.  The  compihng  and  interpreting  of  such  data  is  a  primary  responsi- 
bility of  the  state  assessing  agency.  A  delegation  of  this  responsibility  to  private  corpora- 
tions with  a  direct  pecuniary  interest  in  the  results  cannot  by  any  stretch  of  the  imagina- 
tion be  regarded  as  proper,  and  can  only  result  in  embarrassment  to  both  the  board  and 
the  utihties. 

The  studies  may  or  may  not  have  yielded  reliable  results.  Without  reproducing  all 
the  work  and  subjecting  it  to  thorough  statistical  analysis,  definite  evaluation  is  not  possible. 
It  is  believed,  however,  that  the  comments  set  out  above  cast  serious  doubt  on  the  validity 
of  the  studies,  and  it  appears  that  statements  by  board  members  on  the  assessment  level 
of  personal  property  as  a  whole  cannot  be  supported  by  data  gathered  in  any  systematic 
manner.  Therefore,  the  accuracy  of  the  board's  figure  of  35-37' c  as  the  state- wide  average 
level  of  assessment  for  all  types  of  locally-assessed  property  is  doubtful.  Because  this  fig- 
ure cannot  be  defended,  neither  can  the  Board's  reduction  of  utility  assessments. 

Data  which  the  board  uses  to  equalize  ought  to  be  such  as  to  enable  it  to  equalize  not 
for  one  class  of  taxpayers  but  for  all  classes  and  for  individuals  within  classes.  If  prop- 
erly conducted,  sales  ratio  studies  can  be  a  versatile  tool  for  achieving  equahzation.  Exten- 
sive classification  of  the  data  can  reveal  valuable  information  about  assessment  practices 
within  counties  as  well  as  among  them. 

The  board's  sales  ratio  studies  are  not  designed  to  reveal  inequities  between  individ- 
uals of  the  same  class  within  counties.  If  the  results  are  accurate,  the  studies  might  be 
useful  for  inter-county  comparisons:  they  might  also  provide  information  for  property  tax- 
payers assessed  by  the  board  itself.  But  this  offers  little  consolation  to  the  individual  sub- 
ject to  excessive  assessment.  Appeal  procedures  to  which  the  taxpayer  can  resort  in  such 
cases  are  costly;  and  because  the  burden  of  proof  is  on  the  protestant,  they  seldom  result  in 
equalization. 

Finally,  the  board  reduced  utility  assessments  in  an  attempt  to  equalize  among  dif- 
ferent classes  of  property,  yet  it  has  not  equahzed  among  utilities  themselves.  The  equal- 
ization factor  which  the  board  apphes  to  its  unit  appraisal  is  not  the  same  for  all  utilities. 
By  the  board's  own  admission,  in  1959  the  assessed  to  full  value  ratio  varied  from  74.8''  to 
34.35'^c    for  railroads  and   from  Q5.57r   to  46.5'/r  for  other  utilities. 


'State  Board  of  Equalicatioti,  (Report  Xo.  581  p.  6. 
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Chapter    V. 

THE    ORGANIZATION    OF    THE    STATE 
TAX    DEPARTMENT 

Montana  is  fortunate  in  being  one  of  the  states  which  has  concentrated  almost  all  of 
its  taxing  activities  within  one  department.  The  concentration  of  generally  compatible  ac- 
tivities promotes  efficient  administration  of  taxation  and  contributes  to  a  simplified,  over- 
all governmental  structure.  The  possible  dangers  of  such  concentration,  however,  he  in  the 
manner  in  which  the  various  functions  are  assigned  and  carried  out  wnthin  the  department. 
If  the  various  duties  and  powers  are  not  sharply  defined,  they  may  as  a  result  be  improp- 
erly or  inefficiently  exercised. 

The  powers  and  duties  of  the  Montana  board  of  equahzation  can  be  di\dded  into  five 
broad  categories.   They  are: 

1.  Collection  of  all  taxes  for  state  purposes.  This  includes  the  administration  of  the 
withholding  laws  for  state  income  tax,  the  operation  of  the  cashiers  office,  and  other  ad- 
ministrative duties  involved  in  the  collection  of  taxes. 

2.  Supervision  of  county  assessors  and  county  boards  of  equahzation. 

3.  Assessment  of  certain  classes  of  property  for  state  and  local  purposes.  Included 
are  railroads,  utilities,  pipe  Unes,  and  other  inter-county  property. 

4.  Equalization  of  the  valuation  of  taxable  property  among  counties,  classes  of  prop- 
erty and  between  taxpayers. 

5.  Review  of  specific  assessments  on  its  own  initiative  or  by  hearing  appeals  from 
the  findings  of  county  boards  of  equalization  as  well  as  hearing  appeals  from  its  own  as- 
sessment of  inter-county  properties. 

Thus,  the  title  "Board  of  Equalization"  is  not  truly  descriptive  of  the  many  duties  re- 
lating to  taxation  exercised  by  that  board.  These  duties  are  discussed  in  greater  detail 
below: 

Collection 

This  is  the  only  one  of  the  five  functions  exercised  by  the  board  which  does  not  re- 
late solely  to  ad  valorem  taxation.  The  board  collects  and  accounts  for  almost  all  taxes 
due  to  the  state  of  Montana.  The  more  important  taxes  such  as  income  tax,  inheritance 
tax,  corporation  hcense  tax,  and  the  gasoline  tax  are  collected  under  the  supervision  of 
separate  divisions  within  the  board's  office.  The  miscellaneous  taxes  such  as  contractors' 
license,  electric  energy,  natural  gas,  vermiculite,  pullman  tax,  etc.,  are  administered  by 
personnel  within  the  ad  valorem  tax  division. 

Supervision 

Almost  all  state  taxing  agencies  are  vested  with  broad  supervisory  powers  over  local 
assessors.  These  laws  authorize  or  direct  state  tax  departments  to  exercise  general  super- 
vision over  the  assessment  process  by  engaging  in  some  or  all  of  the  following  super\dsory 
activities: 

1.  Advising  assessors 

2.  Calhng  group  meetings  of  assessors 

3.  Construing  the  tax  laws 
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4.  Requiring  reports  on  assessment  matters. 

5.  Visiting  local  offices 

6.  Issuing  rules  and  regulations 

7.  Prescribing  forms 

8.  Enforcing  penalties 

9.  Removing  assessors  from  office 

10.  Assessing  omitted  property 

11.  Reassessing  districts  or  classes  of  property 

12.  Reconvening  boards  of  review  and  equalization 

Section  14,  Article  XII,  of  the  Montana  Constitution  provides  that  the  state  board  of 
equalization  shall  "super\dse  and  review  the  acts  of  the  county  assessors  .  .  .". 

Assessment 

In  over  forty  states  some  types  of  utilities  are  assessed  for  ad  valorem  taxation  by 
state  agencies.  The  Montana  Constitution  pro\-ides  for  the  central  assessment  of  railroads 
and  Section  84-708,  R.C.M.,  1947,  sets  out  the  board's  duties  as  an  assessing  agency  of  other 
inter-county  properties.    This  subject  is  thoroughly  covered  in  Chapter  IV  of  this  report. 

Equalization 

The  equalization  process  fulfills  or  is  capable  of  fulfilling  at  least  six  different  pur- 
poses: 

1.  To  equalize  taxes  imposed  by  a  governmental  unit  which  is  not  itself  an  assessment 
district  but  which  bases  its  taxes  upon  assessment  made  by  two  or  more  independent  as- 
sessment agencies. 

2.  To  equalize  taxes  on  two  classes  of  property  which  are  subject  to  the  same  tax 
rates  but  which  are  assessed  by  two  or  more  independent  assessment  agencies. 

3.  To  equalize  the  apportionment  of  moneys  collected  by  one  governmental  unit  and 
distributed  to  other  governmental  units  when  the  formula  for  distribution  depends  directly 
or  indirectlj^  upon  the  assessed  valuations  of  these  other  governmental  units  and  their  as- 
sessed valuations  are  determined  by  two  or  more  independent  assessment  agencies. 

4.  To  implement  tax  rate  and  debt  limitations  by  preventing  their  nullification 
through   overassessment  and   their  intensification  through  underassessment. 

5.  To  equalize  taxes  on  different  types  of  property  within  the  jurisdiction  of  a  sin- 
gle assessment  agency  when  that  agency  has  unlawfully  discriminated  between  types. 

6.  To  equalize  taxes  on  property  located  in  different  parts  of  a  single  assessment  dis- 
trict when  the  assessment  agency  has  unlawfully  discriminated  between  areas. 

Article  XII,  Section  15,  of  the  Montana  Constitution  directs  the  state  board  of  equaliza- 
tion to 

.  .  .  adjust  and  equalize  the  valuation  of  taxable  property  in  any  county  and 
in  the  several  counties  and  between  individual  taxpayers  .  .  .  and  exercise 
such  authority  and  do  all  things  necessary  to  secure  a  fair,  just  and  equita- 
ble valuation  of  all  taxable  property  among  counties,  between  the  different 
classes  of  property,  and  between  individual  taxpayers. 
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Review 

The  functions  of  review  and  equalization  are  seldom  distinguished  by  the  general  pub- 
lic and  are  often  intermingled  in  practice.  Equalization  is  the  process  by  which  an  agency 
increases  or  decreases  by  a  uniform  percentage  the  assessed  valuation  of  all  property,  or 
all  property  of  a  particular  class,  within  a  single  tax  or  assessment  district. 

Property  tax  review  is  accomphshed  by  examining  individual  assessed  valuations  to 
ascertain  whether  the  original  assessment  was  justified  and  by  correcting  it,  or  referring 
it  back  to  the  assessor  for  correction,  if  it  was  not.  When  the  examination  is  made  by  a 
part  of  the  organized  judiciary,  it  is  known  as  judicial  review;  otherwise,  even  though  per- 
formed by  what  is  essentially  a  special  tax  court,  it  is  generally  classified  as  administra- 
tive review.  The  review  may  be  initiated  by  the  reviewing  agency  itself  or  on  appeal  from 
an  earUer  determination. 

However  obscure,  there  are  important  legal,  historical,  and  practical  differences  be- 
tween review  and  equalization.  The  essential  difference  is  that  the  assessment  review  pro- 
cess is  concerned  with  individual  assessments  and  culminates  in  orders  applicable  individ- 
ually to  specified  property;  whereas,  technically  speaking,  the  equalization  process  is  con- 
cerned vdth  the  assessed  valuations  of  groups  of  properties  and  culminates  in  orders  each 
of  which  is  applicable  uniformly  to  all  properties  within  a  specified  group. 

The  duties  of  an  assessment  review  agency  may  include  any  or  all  of  the  following: 

1.  To  raise  individual  assessments,  after  due  notice  and  opportunity  for  hearing,  when 
it  finds  that  they  are  too  low. 

2.  To  lower  indi\adual   assessments  when  it  finds  that  they  are  too  high. 

3.  To  add  taxable  properties  to  the  roll,  after  due  notice  and  opportunity  for  hearing, 
when  they  have  been  omitted. 

4.  To  remove  tax-exempt  properties  from  the  roll  when  the  assessor  has  Usted  them 
for  taxation. 

5.  In  states  classifying  property  for  differential  tax  rates,  to  reclassify  property  when 
the  assessor  has  listed  it  in  the  wrong  category. 

6.  To  correct  clerical  errors  in  names  of  taxpayers,  property  descriptions,  assessed 
valuations,  etc. 

In  any  or  all  of  these  functions,  the  board  of  review  may  be  permitted  to  act  on  its 
own  motion  or  only  on  appeal.  The  right  of  appeal  belongs  as  a  matter  of  due  process  of 
law  to  the  property  owner  and  to  persons  with  substantial  legal  or  equitable  interests  in 
the  property.  The  statutes  of  many  states  extend  similar  rights  to  persons  holding  minor 
interests  in  the  property,  to  taxpayers  in  general,  or  to  citizens  in  general.  Usually  one  or 
more  public  officials  may  appeal  on  behalf  of  the  governmental  units  which  levy  taxes  on 
the  assessment  in  question. 

In  Montana,  the  board  hears  appeals  from  decisions  of  county  boards  on  original  as- 
sessments. It  also  reviews  its  own  assessments  of  inter-county  property  if  hearings  are  re- 
quested by  the  property  owner.  The  present  board  of  equalization,  in  1959,  spent  about 
two  weeks  hearing  the  eleven  appeals  before  it  during  that  period. 

Conclusions 

There  are  numerous  variations  in  the  manner  in  which  other  states  have  provided  for 
the  state  administration  of  taxation;  perhaps  no  one  of  these  examples  would  be  entirely 
applicable   to  Montana.    Nevertheless,   certain  general  conclusions  are  possible. 
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A  general  trend  in  state  government  away  from  multi-headed  agencies  is  reflected  in 
the  area  of  taxation.  Thirty-five  of  the  fifty  states  have  provided  single  administrators  for 
their  principal  taxing  agencies.'  In  Montana,  the  state  board  of  equahzation  is  the  only 
board  devoting  full  time  to  the  duties  of  administering  a  department. 

There  are  several  apparent  reasons  why  a  single  administrator  would  be  superior  to  a 
multi -headed  board  to  administer  tax  collections  and  exercise  certain  equalization  functions: 

1.  A  board  of  equalization  can  only  be  justified  as  necessary  in  a  relatively  small 
area  in  the  property  tax  field.  There  are  no  equalization  problems  as  such  existing  in  in- 
come taxation  or  the  various  other  fields  of  taxation  administered  by  the  state  taxing 
agency. 

2.  It  is  offensive  to  our  concept  of  justice  for  a  board  to  hear  appeals  from  its  ov^ 
administrative  rulings.  This  situation  exists  in  Montana  when  an  owner  of  inter-county 
property  appeals  to  the  board  from  the  board's  own  assessment.  There  is  also  a  conflict  of 
interest  present  where  the  tax  collecting  agency  passes  on  disputes  which  will  directly  af- 
fect the  amount  of  revenue  collected. 

3.  While  the  apparent  intent  behind  the  provisions  estabhshing  the  board  of  equahza- 
tion was  to  provide  a  qiuisi-judicial  body  for  equalization  and  review,  the  board  actually 
spends  an  overwhelming  portion  of  its  time  as  a  multi-headed  administrator  of  the  tax 
collecting  department.  From  the  standpoint  of  good  management,  this  is  probably  a  waste 
of  money  since  the  state  pays  out  a  total  of  $21,000  annually  for  the  supervision  of  its  tax 
department  but  is  able  to  offer  individual  salaries  of  only  $7,000  a  year  to  the  persons  un- 
dertaking the  responsibiUty.  Taxation  is  an  increasingly  complex  field  and  it  may  be  that 
the  state  would  benefit  by  placing  the  operation  of  the  department  in  the  hands  of  a  single 
administrator  with  considerable  experience  in  the  field  of  taxation.  In  any  event,  it  is  in- 
efficient to  vest  responsibility  for  the  immediate  management  of  an  operation  in  a  board 
rather  than  a  single  administrator.  A  single  administrator  is  able  to  make  decisions  with 
greater  dispatch  than  a  board  and  wlU  subsequently  accept  responsibiUties  for  those  deci- 
sions. Certain  valuable  and  essential  services  could  still  be  performed  by  a  lay  commission 
representing  the  public  interest  in  the  area  of  review  and  appeal,  even  though  responsibiU- 
ty for  the  operation  of  the  department  is  vested  in  a  single  administrator. 

Recommendations 

The  Council  recommends  that  all  mention  of  the  state  board  of  equalization  be  deleted 
from  the  Montana  constitution  to  enable  the  legislature  to  estabhsh  a  single  tax  commis- 
sioner to  administer  a  state  tax  department. 

This  could  best  be  accomplished  by  repeahng  section  15  of  article  XII  in  its  entirety. 
There  has  been  a  tendency  to  include  excessive  detail  and  ordinary  legislation  in  the  Mon- 
tana Constitution.  There  is  no  vaUd  argument  for  freezing  the  details  of  the  administration 
of  the  state  taxing  agency  in  the  constitution;  many  states  have  no  provisions  in  their  con- 
stitution on  this  subject.  Section  11  of  article  XII  of  the  Montana  constitution  insures  that: 
"Taxes  shall  be  levied  and  collected  by  general  laws  and  for  pubUc  purposes  only.  They 
shall  be  uniform  upon  the  same  class  of  subjects  within  the  territorial  limits  levying  the 
tax."  Thus,  the  principle  of  equal  taxation  is  insured  by  other  provisions  in  the  constitu- 
tion. The  fact  that  there  is  presently  such  great  disparity  among  classes  of  property  would 
seem  to  indicate,  in  fact,  that  the  directions  contained  in  section  15  have  not  been  alto- 
gether effective.  If  section  15  were  repealed,  the  legislature  could  provide  by  law  for  the  re- 
organization of  the  department  of  taxation  and  for  equahzation  and  appeal  procedures  in 
the  property  tax  field. 

'  Federation  of  Tax  Administrators,  Ta.r  Administrators  Ncics.  Vol.  23,  No.  8,  .'\ugust,  1959,  p.  85-86. 
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A  bill  to  amend  the  constitution  is  in  Appendix  D  (bill  VI).  Bill  VII  would  remove 
obsolete  language  from  84-701,  R.C.M.,  1947.  This  legislation  would  not  abolish  the  state 
board  oj  equalization.  The  board  would  continue  to  function  under  the  authority  of  section 
84-701,  R.C.M.,  1947  and  following  sections. 

THE  NEW  JERSEY  PLAN 

The  organization  of  the  New  Jersey  tax  department  illustrates  a  possible  plan  for  or- 
ganizing the  tax  department  if  the   amendment  is  approved. 

In  New  Jersey  a  state  tax  department  was  created  in  1931  which  was  directed  by  law 
to  "exercise  all  the  duties  formerly  exercised  ...  by  the  state  board  of  taxes  and  assess- 
ment, except  those  relating  to  the  review,  hearing  and  determination  of  appeals  concern- 
ing the  assessment,  collection,   apportionment  or  equahzation  of  taxes  .   .  .". 

The  chief  officer  of  the  department  is  a  state  tax  commissioner  who  is  appointed  by 
the  governor.  The  commissioner  has  power  to  order  the  local  assessor  to  reassess  property 
and  to  increase  or  decrease  property  assessments  for  the  purpose  of  equalization. 

Each  year  the  commissioner  is  required  by  law  to  determine  the  percentage  of  fuU 
value  at  which  the  real  property  in  each  county  has  been  assessed  and  to  prepare  state 
equalization  tables  showing  the  percentage  by  which  the  assessed  valuation  of  the  proper- 
ty in  each  county  should  be  increased  or  decreased  to  correspond  to  true  value.  He  then 
holds  hearings  for  the  purpose  of  determining  the  accuracy  of  the  ratios  shown  in  the 
equalization  tables  and  subsequently  directs  changes  in  valuation  in  accordance  with  the 
facts. 

The  commissioner  may  file  a  complaint  against  an  assessor  who  willfully  or  intention- 
ally fails  to  comply  with  state  laws  relating  to  assessment  and  collection  of  taxes.  A  hear- 
ing before  the  supreme  court  determines  if  the  allegations  of  the  commissioner  are  sus- 
tained by  the  evidence  and  whether  or  not  the  assessor  should  be  removed. 

Any  person,  taxing  district  or  county  aggrieved  by  any  act,  proceeding,  ruling,  decision 
or  determination  of  the  state  tax  commissioner  may  appeal  to  the  state  board  of  tax  appeals. 

The  state  board  of  tax  appeals  is  directed  by  law  to  "perform  all  the  acts  formerly 
required  by  law  to  be  performed  by  the  state  board  of  taxes  and  assessment  .  .  .  relative 
to  the  hearing  and  determination  of  tax  appeals."  The  board  consists  of  seven  members, 
not  more  than  four  of  whom  belong  to  the  same  political  party.  At  least  two  must  be 
lawyers.    They  are  appointed  by  the  governor  for  five-year  terms. 

The  New  Jersey  code  contains  comprehensive  provisions  for  the  procedure  of  appeal 
and  review.  The  board  hears  appeals  from  the  tax  commissioner  and  the  county  boards. 
It  may  on  complaint  of  any  taxing  district  or  taxpayer,  or  on  its  own  motion,  review  the 
county  or  state  equalization  tables  prepared  by  the  commissioner  and  revise  them  if  found 
erroneous. 

Apparently  the  only  provision  in  the  New  Jersey  Constitution  relating  to  taxation  is 
that  "Property  shall  be  assessed  for  taxes  under  general  laws,  and  by  uniform  rules,  ac- 
cording to  its  true  value."    (Art.  IV,  Sec.  7,  Paragraph  12) 

CONCLUSION 

The  New  Jersey  plan  could  be  applied  to  Montana  to  provide  for  a  state  tax  commis- 
sioner appointed  by  the  governor  and  confirmed  by  the  senate  to  administer  the  depart- 
ment of  taxation,  assess  inter-county  property,  supervise  assessors,  and  equalize  property 
taxes.  A  state  board  of  tax  appeals  of  three  members  could  sit  for  two  or  three  weeks  to 
hear  appeals  from  rulings  of  the  county  boards  and  tax  commissioner.  An  annual  salary 
of  $1,000  would  probably  insure  competent  board  members.  A  requirement  that  one  be  an 
attorney  could  be  provided. 
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County  boards  could  be  designated  as  county  boards  of  tax  appeals  and  be  taken  out 
of  the  equalization  field.  According  to  the  present  state  board,  county  boards  of  equaliza- 
tion seldom  act  on  their  own  initiative  and  when  adjustments  are  made,  they  are  almost 
invariably  dii'ected  toward  the  relief  of  a  specific  complaint  and  not  to  inequities  between 
classes  of  property  of  taxing  districts  within  the  county.  In  short,  they  do  not  effectively 
function  as  equalizing  agencies. 

Thus,  the  system  would  vest  the  responsibility  for  assessment  and  equalization  in  the 
assessor  at  the  "local  level  and  in  the  tax  commissioner  at  the  state  level.  Assessment  re- 
view would  be  under  the  exclusive  jurisdiction  of  county  boards  at  the  local  level  and  the 
state  board  of  tax  appeals  at  the  state  level. 
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APPENDIX    A 

Below  is  a  tabulation  of  23  usable  replies  to  questionnaires   sent  to  33   states  in   an 
effort  to  determine  how  utilities  are  appraised  in  different  states. 

SUMMARY  OF  ASSESSMENT  METHODS  IN  OTHER  STATES 

Indices  of  Value  Used 

No. 
Rail  carriers  States 

(a)  Capitalized  income 23 

(h)  Net  market  value  of  stock  and  debt.... 20 

(c)  Depreciated  historical  cost 8 

(d)  Depreciated  reproduction  cost 14 

Electric,  gas  and  telephone  utilities 

(a)  Capitalized  income 19 

(b)  Net  market  value  of  stock  and  debt 14 

(c)  Depreciated  historical  cost 14 

(d)  Depreciated  reproduction  cost 6 

Income  Average  Used  as  Base  for  Capitalization 

No. 
Rail  carriers  States 

(a)  Five-year  averages 19 

(b)  Three-year  averages 1 

(c)  Weighted  average  of  either  (a)  or  (b)... 2 

(d)  Most  recent  year's  earnings 4 

(e)  Estimate  of  future  earnings 2 

Electric,  gas  and  telephone  utilities 

(a)  Five-year  averages 12 

(b)  Three-year  averages — 3 

(c)  Weighted  average  of  either  (a)  or  (b) — 3 

(d)  Most  recent  year's  earnings 2 

(e)  Estimate  of  future  earnings 2 
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Rates  of   Capitalization 

Electric 
Rates  Used  Rails  Electric  Gas  and  Gas  Telephone 

5.75% 1  _                            _                             _                             _ 

5.50      _  1                             _                             _                             — 

5.00—6.00 —  1                          1                          1                        — 

6.00     17  13                        15                        11                        13 

6.50     3  1111 

6.00—7.00 _  _                       _                          2                        — 

7.00     1  _                       _                        _                         3 

Over  7.00 11111 


Average   Used   for   Stock   and   Debt   Value 


No. 
States 

«* 


(a)  A  single  year's  compilation 

(b)  Three-year  average 3 

(c)  Five-year  average _ 13* 

(d)  One  day 2 


*  One  state  used  five-year  average  for  stock  and  one-year  average  for  bonds. 

Source:  C.  M.  Chapman,  "A  Sur\'ey  of  State  Assessment  of  Property",  Appendix  12,  Final  Re- 
port o/  the  Joint  Interim  Committee  on  Assessment  Practices  to  the  California  Legislature, 
1959,  p.  279. 
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APPENDIX    B 

Listed  below  are  the  number  of  sales  and  sales-assessment  ratios  for  each  of  the  counties 
for  the  1959  study  conducted  by  the  railroads  and  utilities  for  the  Board. 

Number  of  Sales  Average  Ratio 


Counties  Urban         Rural  Total 


Urban 

Rural 

County-wide 

23.85'a 

20.057o 

22.17% 

32.67 

28.26 

29.71 

31.12 

20.56 

27.11 

37.67 

43.64 

40.02 

27.26 

29.66 

28.64 

35.67 

27.75 

35.20 

23.77 

18.51 

19.76 

36.78 

19.93 

33.44 

24.58 

25.55 

25.18 

27.61 

22.56 

26.11 

25.07 

19.97 

24.41 

22.55 

30.87 

25.06 

25.48 

25.32 

25.42 

23.63 

26.12 

24.46 

32.98 

26.63 

30.94 

22.67 

19.85 

21.24 

23.34 

31.76 

27.18 

33.13 

22.19 

31.85 

25.66 

22.29 

25.12 

39.67 

21.83 

29.32 

31.07 

30.92 

30.93 

20.01 

22.62 

21.38 

27.36 

26.80 

27.25 

32.79 

24.46 

27.01 

26.05 

26.00 

26.03 

20.53 

22.96 

21.58 

20.49 

20.62 

20.60 

25.85 

27.04 

26.80 

22.79 

24.60 

23.35 

Beaverhead 43 

Big  Horn 29 

Blaine 37 

Broadwater 9 

Carbon 48 

Cascade 687 

Chouteau 33 

Custer 140 

Daniels 22 

Dawson 52 

Deer  Lodge 93 

Fallon 25 

Fergus 116 

Flathead 223 

Gallatin 266 

Glacier 41 

Golden  Valley 8 

Granite 11 

HiU 99 

Jefferson 16 

Judith  Basin 7 

Lake 105 

Lewis  &  Clark 243 

Liberty 9 

Lincoln.... 34 

McCone 20 

Madison 14 

Meagher 12 

Mineral 19 


10 

53 

36 

65 

22 

59 

5 

14 

31 

79 

45 

732 

21 

54 

15 

155 

18 

40 

27 

79 

20 

113 

14 

39 

40 

156 

136 

359 

118 

384 

58 

99 

4 

12 

1 

12 

27 

126 

13 

29 

13 

20 

108 

213 

48 

291 

8 

17 

46 

80 

10 

30 

18 

32 

6 

18 

13 

32 

-71- 


Appendix  B — (Continued) 

Number  of  Sales  Average  Ratio 


Counties  Urban  Rural  Total  Urban  Rural        County-wide 

Missoula 657  54  711  30.23%  21.85'c        29.69% 

Musselshell 25  16  41  41.29  38.51  39.27 

Park 106  19  125  34.15  25.39  32.43 

Phillips 28  49  77  21.44  30.94  28.73 

Pondera 58  20  78  35.24  28.77  32.78 

Powell 63  8  71  28.67  25.19  28.12 

Prairie 10  11  21  39.92  40.49  40.27 

Ravalli 58  54  112  26.46  25.63  26.01 

Richland 44  23  67  27.05  21.16  24.59 

Roosevelt 35  61  96  26.99  25.24  26.15 

Rosebud 21  26  47  31.72  24.05  26.36 

Sanders 50  62  112  24.41  20.55  21.76 

Sheridan 29  26  55  28.79  22.25  24.91 

Silver  Bow 264  32  296  30.45  23.83  29.41 

Stillwater 45  35  80  39.07  24.25  29.70 

Sweet  Grass 19  5  24  32.55  31.24  31.97 

Teton 26  14  40  35.94  28.32  32.25 

Toole 22  25  47  20.44  14.19  16.20 

Treasure 3  14  23.60  39.43  24.86 

Valley 78  52  130  25.63  22.39  24.41 

Wheatland 23  10  33  28.14  27.25  27.71 

Wibaux 11  9  20  30.20  30.44  30.33 

Yellowstone 527  50  577  36.05  19.00  34.49 

Figures  for  Carter,  Garfield,  Petroleum  and   Powder  River  counties  were  not  included  in 
this  study. 
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APPENDIX    C 

Instructions  to  be  observed  in  the  work  of  securing  sales  and  assessments  for  the  pur- 
pose of  determining  ratio  of  assessment  to  selling  price. 

Data  on  sales  or  transfers  involving  the  following  conditions  shall  not  be   taken  from 
the  records: 

1.  Sales  between  parties  of  the  same  family  name. 

2.  Sales  between  affiliated  companies  or  corporations. 

3.  Sales  by  Sheriff   (or  other  court  officials)  or  other  forced  or  auction  sales. 

4.  Sales  by  cemetery  lots. 

5.  Sales  where  interests  such  as  life  estates  are  retained. 

6.  Sales  of  minerals  or  timber  only,  or  rights  to  mine  or  cut  same. 

7.  Sales  which  include  release  of  damage  or  satisfaction  of  indebtedness  as  part  of  the 
recited  consideration. 

8.  Sales  involving  a  trade  or  exchange  of  property. 

9.  Sales  including  personal  property. 

10.  Sales  to  or  from  the  United  States  of  America,  or  any  Federal  Agency. 

11.  Sales  to  or  by  any  State,  County,  Town,  School  District,  Special  Improvement  District 
or  other  municipal  body. 

12.  Sales  to  or  by  any  railroad,  telephone,  bus,  or  truck  line,  electric,  gas,  pipe  line,  or 
other  utility  company. 

13.  Sales  to  or  by  any  Church,  Lodge,  School,  or  other  benevolent,  fraternal,  or  education- 
al institution,  or  organization. 

14.  Sales  to  or  by  administrators,  executors,  guardians,  receivers  or  trustees  in  bankruptcy. 

15.  Sales  conveying  an  unspecified,  undivided  or  fractional  interest  in  property,  or  con- 
veying merely  a  life  estate  therein. 

16.  Sales  in  which  the  recited  consideration  is  less  than  $750  and/or  U.  S.  Revenue  Stamps 
are  less  than  $1.10. 

17.  Transactions  involving  the  consummation  of  contracts  executed  prior  to  January  1, 
1950. 

18.  Conveyances  made  to  correct  deeds  previously  executed  unless  the  correcting  deed 
makes  a  change  in  the  legal  description  or  the  consideration.  If  this  is  the  case  (and 
the  original  deed  was  executed  in  1950),  data  from  the  correcting  deed  should  be  sub- 
stituted for  that  obtained  from  the  original. 

19.  Transactions  involving  real  estate  in  more  than  one  county. 
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APPENDIX    D 
Bill     I. 

BILL  NO 

INTRODUCED  BY 


A  BILL  FOR  AN  ACT  ENTITLED:  "  'THE  REALTY  CERTIFICATE  ACT';  PROVIDING 
THAT  AN  INSTRUMENT  TRANSFERRING  REAL  PROPERTY  INTERESTS  FILED  FOR 
RECORDING  SHALL  BE  ACCOMPANIED  BY  A  CERTIFICATE  CONTAINING  CER- 
TAIN INFORMATION  RELATING  TO  THE  PROPERTY  TRANSFERRED,  AND  AMEND- 
ING SECTION  16-2915,  R.C.M.  1947." 

BE  IT  ENACTED  BY  THE  LEGISLATIVE  ASSEMBLY  OF  THE  STATE  OF  MONTANA: 

Section  1.     This  act  shall  be  known  and  cited  as  "the  Realty  Certificate  Act". 

Section  2.  (1)  With  each  grant,  deed,  contract  of  purchase  and  sale  or  other  instru- 
ment filed  for  recording  whereby  a  seller  conveys  or  agrees  to  convey  to  a  purchaser  the 
fee  simple  interest  in  any  real  property  having  its  situs  in  this  state,  unless  excused  by 
section  5  of  this  act,  there  shall  be  submitted,  in  duplicate,  a  certificate  which  shall  state: 

(a)  The  names  and  maUing  addresses  of  the  seller  or  sellers  and  the  purchaser 
or  purchasers; 

(b)  The  relationship  (by  blood,  marriage  or  business  interest),  if  any,  existing 
between  the  seller  or  sellers  and  the  purchaser  or  purchasers; 

(c)  The  date  of  the  instrument,  and  in  the  case  of  a  deed  given  on  the  comple- 
tion of  a  prior  contract  of  purchase  and  sale,  the  date  of  such  contract; 

(d)  The  nature  of  the  instrument; 

(e)  The  interest  in  the  land  conveyed  and  any  reservations  in  the  deed  or  con- 
tract of  purchase  and  sale; 

(f)  The  full  legal  description  of  the  real  property  conveyed  or  to  be  conveyed  as 
the  same  appears  on  the  instrument  filed  for  recording; 

(g)  The  name  of  the  town  or  city,  if  any,  in  which  the  real  property  conveyed  or 
to  be  conveyed  is  situated; 

(h)     The  street  address,  if  any,  of  the  real  property  conveyed  or  to  be  conveyed; 

(i)     A  brief  description  of  the  type  of  property  conveyed  or  to  be  conveyed; 

(j)  The  total  consideration,  in  terms  of  dollars,  paid  and  to  be  paid  for  the  real  prop- 
erty conveyed  or  to  be  conveyed,  including:  the  amount  paid  in  cash;  the  amount  of 
any  lien  or  incumbrance  to  which  the  property  is  subject,  except  interest,  current  taxes, 
and  assessments  assumed  by  the  purchaser  or  purchasers;  the  value  of  property  given 
in  trade;  and  the  amount  to  be  paid  by  contractual  agreement;  and  excluding:  any  con- 
sideration paid  or  to  be  paid  for  anything  other  than  the  real  property  described  in 
the  instrument,  such  as  personal  property,  growing  crops,  permits,  leases,  licenses,  fran- 
chises, or  the  value  of  a  going  business. 

(2)  The  form  of  the  certificate  required  above  shall  be  prescribed  by  the  state  board 
of  equalization  and  shall  be  subscribed  to  under  oath  by  or  on  behalf  of  the  purchaser. 
Such  certificate  shall  not  be  recorded. 
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Section  3.  To  defray  the  expenses  of  administration  of  this  act,  a  fee  is  hereby  im- 
posed on  each  instrument  with  which  must  be  submitted  a  certificate  as  required  by  section 
2  of  tliis  act.  The  fee  shall  be  in  addition  to,  and  not  in  lieu  of,  any  other  fee  imposed  by 
law  for  the  recording  of  documents. 

Section  4.  The  fee  imposed  shall  be  fifty  cents  ($.50)  plus  one  cent  ($.01)  for  each  one 
hundred  dollars  ($100)  or  fractional  part  of  one  hundred  dollars  ($100)  of  the  total  consid- 
eration in  excess  of  five  thousand  dollars  ($5000)  paid  and  agreed  to  be  paid  for  the  real 
property  conveyed  or  to  be  conveyed  as  defined  in  section  2,  subsection  (1)  (j)  of  this  act. 
The  fee  shall  be  paid  by  the  purchaser  of  the  real  property  conveyed  or  to  be  conveyed. 

Section  5.     (1)    Payment  of  the  fee  and  filing  of  the  certificate  are  excused  as  to: 

(a)  An   instrument   given   to   secure  a  debt. 

(b)  An  instrument  conveying  or  agreeing  to  convey  by  or  to:  the  United  States 
or  any  agency  or  instrumentality  thereof;  the  state  of  Montana  or  any  agency,  instru- 
mentality, or  political  subdivision  thereof;  or  a  corporation  or  association  organized  and 
operated  exclusively  for  religious,  charitable,  scientific,  literary  or  educational  pur- 
poses, no  part  of  the  net  earnings  of  which  corporation  or  association  inures  to  the 
benefit  of  any  shareholder,  officer,  or  other  person  or  persons. 

(c)  An  instrument  recorded  in  a  county  in  which  no  part  of  the  real  property 
to  which  the  instrument  refers  has  its  situs. 

(d)  An  instrument  made  to  correct  a  previously  recorded  instrument. 

(e)  A  deed  filed  upon  the  completion  of  a  contract  of  purchase  and  sale  upon 
which  the  fee  imposed  by  section  4  of  this  act  has  been  paid  and  with  which  the  cer- 
tificate required  by  section  2  of  this  act  has  been  filed. 

(f )  An  instrument  transferring  only  mineral  or  royalty  interests. 

Section  6.  In  determining  whether  an  instrument  is  subject  to  the  provisions  of  this 
act,  due  regard  shall  be  given  to  the  form  and  content  of  the  instrument  offered  for  re- 
cording. A  fee  or  portion  of  fee  deemed  due  by  the  clerk  and  recorder  may  be  paid  under 
protest,  and  demand  for  refund  may  be  made  within  thirty  days  thereafter.  Such  demand 
shall  be  in  writing  and  shall  state  specifically  the  grounds  upon  which  the  refund  is  de- 
manded. If  such  demand  is  refused,  suit  for  refund  may  be  instituted  in  the  district  court 
for  the  county  in  which  the  fee  was  paid;  provided,  however,  that  no  such  suit  shall  be 
commenced  more  than  ninety  days  after  the  refund  has  been  refused. 

Section  7.  Upon  receiving  any  instrument  subject  to  the  provisions  of  this  act,  the 
clerk  and  recorder  to  whom  such  instrument  is  offered  for  recording,  shall  enter  on  the 
margin  thereof  a  notation  stating: 

{I)     The  amount  of  the  fee  imposed;  and 

(2)     Whether  the  fee  was  paid,  paid  under  protest,  or  excused. 

The  notation  shall  be  in  the  form  prescribed  by  the  state  board  of  equalization. 

Section  8.  No  instrument  with  which  a  certificate  is  required  to  be  submitted  and 
upon  which  a  fee  is  required  to  be  paid  by  the  provisions  of  this  act  shall  be  recorded  until 
the  certificate  has  been  submitted  and  the  fee  has  been  paid,  paid  under  protest,  or  excused 
pursuant  to  the  provisions  of  section  5  of  this  act,  nor  until  a  marginal  notation  has  been 
entered  thereon  pursuant  to  the  provisions  of  section  7  of  this  act. 

Section  9.  The  payment  or  failure  to  p'ly  the  fee  imposed  by  section  4  of  this  act 
shall  not  affect  the  validity  of  any  instrumen':  nor  shall  the  payment  or  failure  to  pay  the 
fee  create  or  raise  any  presumption  nor  shall  the  payment  or  failure  to  pay  the  fee  affect 
the  recording  of  the  instrument. 
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Section  10.  The  clerk  and  recorder  of  each  county  shall  keep,  in  duplicate,  on  a  form 
prescribed  by  the  state  board  of  equalization,  a  daily  record  listing  every  certificate  re- 
quired by  section  2  of  this  act.  The  record  shall  set  forth  the  amount  of  the  fee  imposed, 
whether  the  fee  was  paid,  paid  under  protest,  or  excused,  and  other  information  prescribed 
by  the  state  board  of  equalization.  Each  record  shall  contain  a  certificate  of  the  clerk  and 
recorder  or  his  deputy,  subscribed  to  under  oath,  that  all  information  therein  contained  is 
truly  and  correctly  transcribed. 

Section  11.  (1)  The  clerk  and  recorder  of  each  county,  on  or  before  the  fifteenth 
day  of  each  month,  shall: 

(a)  File  with  the  county  assessor  all  certificates  submitted  to  him  during  the  pre- 
ceding month  pursuant  to  the  provisions  of  section  2  of  this  act  together  with  the  daily 
records  provided  for  in  section  10  of  this  act; 

(b)  Remit  to  the  county  treasurer  the  fees  collected  during  the  preceding  month 
under  the  provisions  of  this  act. 

(2)  The  county  assessor  of  each  county,  on  or  before  the  last  day  of  each  month, 
shall: 

(a)  Enter  on  each  certificate  received  from  the  clerk  and  recorder  the  assessed 
valuation  of  the  real  property  listed  on  the  certificate,  including  as  separate  items,  the 
valuation  of  lands,  the  valuation  of  impro\'ements,  the  total  valuation,  the  year  of  the 
assessment  so  entered,  the  class  of  the  property,  the  year  of  construction  of  the  prin- 
cipal improvement  on  such  real  property,  if  any,  and  a  certificate  subscribed  to  under 
oath,  that  the  information  is  true  and  correct; 

(b)  File  with  the  state  board  of  equalization  a  copy  of  each  certificate  and  daily 
record  received  from  the  clerk  and  recorder  and  retain  on  file  in  his  office  a  copy  of 
each  certificate  received.  The  certificates  and  daily  records  filed  with  the  state  board 
of  equalization  and  retained  in  the  office  of  the  county  assessor  shall  be  held  confiden- 
tial. 

(3)  All  amounts  received  by  county  treasurers  pursuant  to  this  section  shall  be  cred- 
ited to  the  respective  county  general  funds. 

Section  12.  Any  person  who  shall  sign  any  written  certificate  required  by  the  provi- 
sions of  this  act,  and  who  shall  wilfully  and  falsely  make  oath  to  or  affirm  the  same  be- 
fore any  officer  or  other  person  having  the  right  to  administer  oaths,  shall  be  deemed  guil- 
ty of  a  misdemeanor. 

Section  13.     Section  16-2915,  R.C.M.  1947,  is  amended  to  read  as  follows: 

"Section  16-2915.  He  is  not  bound  to  record  any  instrument,  or  file  any  paper  or  no- 
tice, or  furnish  any  copies,  or  to  render  any  service  connected  with  his  office,  until  a  fee 
for  the  same,  as  prescribed  by  law,  is,  if  demanded,  paid  or  tendered,  nor  is  he  bound  to 
record  any  instrument  until  the  requirements  of  the  'realty  certijicate  act'  have  been  met." 
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Bill     II. 

BILL  NO 

INTRODUCED  BY 


A  BILL  FOR  AN  ACT  ENTITLED:  "AN  ACT  TO  IMPLEMENT  AND  EXPEDITE  THE 
ASSESSMENT  AND  TAXATION  OF  PROPERTY  BY  MAKING  EACH  PROPERTY 
OWNER  RESPONSIBLE  FOR  REPORTING  TO  THE  COUNTY  ASSESSOR  THE  PROP- 
ERTY THAT  HE  OWNS,  POSSESSES  OR  CONTROLS;  AMENDING  SECTIONS  84-401, 
84-405,  84-409,  84-410  AND  84-412,  R.C.M.  1947,  AND  REPEALING  SECTIONS  84-411, 
84-413,  84-439  AND  84-440,  R.C.M.    1947." 

BE  IT  ENACTED  BY  THE  LEGISLATIVE  ASSEMBLY  OF  THE  STATE  OF  MONTANA: 

Section  1.     Section  84-401,  R.C.M.  1947,  is  amended  to  read  as  follows: 

"84-401.  (1)  All  taxable  property  must  be  assessed  at  its  full  cash  value.  Land  and 
the  improvements  thereon  must  be  separately  assessed. 

(2)  The  assessor  shall  determine  the  full  cash  value  of  all  real  and  personal  property 
in  the  county,  based  upon  reports  of  the  individual  property  owners,  as  provided  in  section 
84-409;  examiyiations  by  the  assessor  of  the  property;  classification  and  appraisal  reports 
of  the  state  and  county  boards  of  equalization,  and  reports  of  other  reliable  officials  and 
persons. 

(3)  The  assessor  shall  notify  all  property  owners  of  the  assessed  and  taxable  value  of 
their  property  at  least  one  week  before  the  board  of  county  commissioners  convenes  as  a 
board  of  equalization,  so  that  any  taxpayer  may  protest  his  assessment." 

Section  2.     Section  84-405,  R.C.M.  1947,  is  amended  to  read  as  follows: 

"Section  84-405.  (1)  It  shall  be  made  the  duty  of  the  state  board  of  equalization 
to  prescribe  such  forms  of  assessment  blanks  and  assessor's  rolls  as  will  comply  with  the 
above  provisions,  grouping  all  the  same  percentage  class  as  nearly  as  possible  in  one  group 
on  blanks  and  assessor's  roll. 

(2)  All  forms  for  the  listing  and  assessment  of  real  and  personal  property,  as  pro- 
vided in  section  84-409,  shall  be  uniform  throughout  the  several  counties.  The  forms  shall 
be  desigjied  and  approved  by  the  state  board  of  equalization,  and  the  state  board  shall 
cause  to  be  printed  all  forms  used  for  listing  and  assessment.  Each  form  shall  contain, 
among  other  things,  a  suggested  inventory  of  items  of  property. 

(3)  Before  the  first  (1st)  day  of  January  iyi  each  year  the  state  board  shall  mail  at 
least  one  (1)  blank  form  for  the  listing  and  assessment  of  property  to  each  person  who 
filed  a  state  income  tax  return  the  previous  year.  The  form  shall  be  accompanied  by  neces- 
sary instructions  and  a  statement  of  the  taxpayer's  responsibility  under  this  law. 

(4)  Thereafter,  persons  who  have  not  received  a  form  from  the  state  board  or  desire 
additional  forms  may  obtain  them  from  county  assessors  in  each  county.  The  county  board 
of  covamissioners  shall  furnish  assessors  with  these  forms  and  shall  obtain  them  from  the 
state  board  of  equalization  at  a  reasonable  price  to  be  established  by  the  state  board." 
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Section  3.     Section  84-409,  R.C.M.  1957,  is  amended  to  read  as  follows: 

"Section  84-409.  (1)  (matter  deleted)  Before  March  15  of  each  year,  except  as  other- 
wise provided  in  this  section,  each  person  who  has  passed  his  or  her  eighteenth  (18th) 
birthday  the  previous  year,  all  married  persons  and  all  corporations,  partnerships,  associa- 
tions and  companies  shall  deliver  to  the  county  assessor  a  statement  under  oath  setting 
forth  specifically  all  the  real  and  personal  property,  with  the  year  of  manufacture  or  con- 
struction and  brand  name  ivhen  possible,  owned  by  such  person,  or  in  his  possession,  or 
his  control  in  the  county  at  twelve  o'clock  m.  on  the  first  Monday  in  March.  Such  state- 
ment must  be  in  writing  showing  separately: 

(a)  (matter  deleted)  All  property  belonging  to,  claimed  by,  or  in  the  possession, 
or  under  the  control  or  management  of  (matter  deleted)  the  property  owner,  (matter 
deleted) 

(b)  (matter  deleted)  The  county  in  which  such  property  is  situated,  or  in  which 
it  is  liable  to  taxation,  and  (if  liable  to  taxation  in  the  county  in  which  the  statement 
is  made)  also  the  city,  town,  school  district,  road  district,  or  other  revenue  districts  in 
which  it  is  situated. 

(c)  (matter  deleted)  An  exact  description  of  all  lands  in  parcels  or  subdivisions 
not  exceeding  six  hundred  and  forty  acres  each,  and  the  sections  and  fractional  sec- 
tions of  all  tracts  of  land  containing  more  than  six  hundred  and  forty  acres  which  have 
been  sectionized  by  the  United  States  government;  improvements,  and  personal  proper- 
ty, including  all  vessels,  steamers,  and  other  watercraft,  and  all  taxable  state,  county, 
city,  or  other  municipal  or  public  bonds,  and  the  taxable  bonds  of  any  person,  firm, 
or  corporation,  and  deposits  of  money,  gold-dust,  or  other  valuables,  and  the  names  of 
the  persons  with  whom  such  deposits  are  made,  and  the  places  in  which  they  may  be 
found;  all  mortgages,  deeds  of  trust,  contracts,  and  other  obUgations  by  which  a  debt 
is  secured,  and  the  property  in  the  county  affected  thereby. 

(d)  (matter  deleted)  All  solvent  credits,  secured  or  unsecured,  due  or  owing  to 
such  (matter  deleted)  property  oioner.    (matter  deleted) 

(e)  (matter  deleted)  All  depots,  shops,  stations,  buildings,  and  other  structures 
erected  on  the  space  covered  by  the  right  of  way,  and  all  other  property  owned  by 
any  person,  corporation,  or  association  of  persons,  owning  or  operating  any  railroad  with- 
in the  county. 

(2)  Each  oioner  shall  gii^e  the  statement  of  property  to  the  assessor  regardless  of 
whether  he  has  been  contacted  by  the  assessor  or  his  agent.  The  fact  that  such  statement 
is  not  (matter  deleted)  requested  by  the  assessor,  or  that  a  person  has  not  made  such  state- 
ment under  oath,  or  otherwise,  does  not  relieve  his  property  from  taxation. 

(3)  The  property  of  an  unmarried  minor  child  who  was  not  eighteen  (18)  years  old 
the  previous  year  shall  be  listed  by  the  following: 

(a)  His  guxirdian; 

(b)  If  he  has  no  guardian,  by  his  father,  if  living; 

(c)  If  his  father  is  not  living,  by  his  inother,  if  living; 

(d)  If  neither  his  father  nor  mother  be  living,  by  the  person  having  such  prop- 
erty in  charge. 

(4)  The  property  of  any  other  person  under  guardianship  shall  be  listed  by  his  guard- 
ian or,  if  he  has  no  guardian,  by  the  person  having  charge  of  such  property. 

(5)  A  husband  and  wife  may  file  separate  statements  or  a  joint  statement  to  list 
their  real  and  personal  property. 
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(6)  The  property  of  a  perso7i  for  whose  benefit  it  is  held  in  triLSt  shall  he  listed  by 
the  trustee,  and  property  of  the  estate  of  a  deceased  person  shall  he  listed  hy  the  executor 
or  administrator. 

(7)  The  property  of  corporations  whose  assets  are  in  the  hands  of  a  receiver  or  re- 
ceivers shall  he   listed  hy  such  a  receiver  or  receivers. 

(8)  The  property  of  a  corporation  shall  he  listed  hy  the  president  or  the  proper  agent 
or  officer  thereof. 

(9)  The  property  of  a  partnership,  company  or  association  shall  he  listed  hy  a  part- 
ner or  proper  agent  or  officer  thereof. 

(10)  The  property  of  manufacturers  and  others  in  the  hands  of  an  agent  shall  he 
listed  hy  and  in  the  name  of  such  agent. 

(11)  The  property  owner  may  apply  to  the  county  assessor  hefore  March  15  for  ex- 
tension of  time  for  cojnpliance  on  grounds  of  hardship  or  impossihility  of  meeting  the  date 
for  reasons  heyond  the  control  of  the  applicant.  The  county  assessor  may  then  extend  the 
time  for  compliance,  hut  not  heyond  April  15. 

(12)  Each  person  when  making  the  statement  for  the  assessor,  shall  use  a  hlank  as- 
sessment form  approved  hy  the  state  hoard  of  equalization.  If  he  has  not  received  a  form 
from  the  state  hoard,  he  may  obtain  one  from  the  county  assessor." 

Section  4.     Section  84-410,  R.C.M.  1947,  is  amended  to  read  as  follows: 

"Section  84-410.  (matter  deleted)  Blank  forms  of  the  statements  to  he  provided  hy 
the  state  board  of  equalization  for  the  listing  and  assessment  of  property  hy  the  property 
owners,  as  proinded  in  section  84-405,  shall  have  affixed  thereto  an  affidavit,  which  must 

be   substantially   as   follows:    'I,    ,  do  swear  that  I  am  a  resident 

of  the  county  of  (naming  it),  and  that  my  postoffice  address  is 

;  that  the  above  list  contains  a  full  and  correct  statement  of  all 

property  subject  to  taxation,  which  I,  or  any  firm  of  which  I  am  a  member,  or  any  cor- 
poration, association,  or  company  of  which  I  am  president,  cashier,  secretary  or  managing 
agent,  owned,  claimed,  possessed,  or  controlled  at  twelve  o'clock  m.  on  the  first  Monday  in 
March  last,  and  which  is  not  already  assessed  this  year;  and  that  I  have  not  in  any  man- 
ner whatsoever  transferred  or  disposed  of  any  property,  or  placed  any  property  out  of  said 
county  or  my  possession  for  the  purpose  of  avoiding  any  assessment  upon  the  same,  or  of 
making  this  statement;  and  that  the  debts  therein  stated  as  owing  by  me  are  justly  due 
and  owing  to  others.'  The  affidavit  to  the  statement  on  behalf  of  a  firm  or  corporation 
must  state  the  principal  place  of  business  of  the  firm  or  corporation,  and  in  other  respects 
must  conform  substantially  to  the  preceding  form.  The  time  when  taxes  become  delin- 
quent, and  the  time  of  the  meeting  of  the  county  board  of  equalization,  must  be  stated  in 
such  form." 

Section  5.  (1)  No  law  shall  be  interpreted  as  preventing  the  county  assessor  from 
making  an  independent  examination  of  real  or  personal  property  in  the  county  at  any  time. 

(2)  The  county  assessor  shall  add  to  the  statement  of  any  taxpayer  such  items  of 
personal  property  as  he  may  find  have  been  omitted,  and  to  change  the  estimated  valua- 
tion of  any  item  of  property  in  the  statement  to  conform  to  what  he  considers  to  be  its  full 
cash  value.  Notice  that  a  change  has  been  made  in  the  statement  shall  be  given  to  the  tax- 
payer or  his  agent  by  mail,  addressed  to  the  address  of  the  taxpayer  set  out  in  the  state- 
ment. 

(3)  If  the  county  assessor  prepares  or  helps  prepare  a  false  or  fraudulent  list  for  a 
person  or  a  list  that  does  not  represent  the  full  cash  value  of  the  property  listed,  upon 
conviction  he  shall  be  fined  not  less  than  one  hundred  dollars  ($100)  nor  more  than  one 
thousand  dollars   ($1,000)  for  each  offense. 
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Section  6.  County  assessors,  county  boards  of  equalization  and  the  state  board  of 
equalization  shall  notify  the  county  attorney  of  the  proper  county  of  all  willful  violations 
of  the  provisions  with  respect  to  hsting  and  return  of  property  for  taxation  known  to  them 
and  shall  sign  and  verify  complaints  and  information  with  respect  to  such  violations. 

Section  7.  The  county  assessor,  when  requested  by  any  person  having  property  in 
charge  which  has  been  assessed  for  the  current  year,  shall  give  a  certificate  of  assessment, 
showing  the  amount,  kind,  location  and  value  of  property  assessed.  The  certificate  shall  be 
evidence  of  the  legal  assessment  of  the  property  for  that  year.  If  a  county  assessor  or  his 
agent  fraudulently  gives  a  certificate  to  a  person,  or  if  a  person  illegally  obtains  a  certifi- 
cate, the  assessor,  agent  or  person  upon  conviction  thereof  shall  be  punished  by  a  fine  not 
exceeding  five  hundred  dollars  ($500)  or  be  imprisoned  in  the  county  jail  for  a  term  not 
exceeding  ninety   (90)  days. 

Section  8.  (1)  If  the  county  assessor  finds  that  real  property  or  personal  property, 
either  tangible  or  intangible,  was  not  hsted  for  taxation  for  the  year  1962  or  for  any  tax- 
ing period  thereafter  as  required  by  section  84-409,  he  shall  compute  the  tax  for  the  year 
or  years  during  which  the  payment  of  taxes  on  the  property  was  avoided,  and  the  interest 
and  penalties,  in  the  following  manner: 

Any  property  not  listed  for  taxation  for  the  year  1962  or  for  any  taxing  period  there- 
after shall  be  placed  upon  the  tax  roll?  and  taxed  at  the  same  rate  as  would  have  been 
imposed  had  it  been  properly  listed  for  taxation.  To  such  tax  shall  be  added  interest  at 
six  per  cent  (6%)  a  year  from  the  date  the  tax  would  have  been  due  had  it  been  prop- 
erly listed  for  taxation. 

(2)  If  a  property  owner  or  other  person  required  by  section  84-409  to  deliver  to  the 
assessor  a  statement  listing  his  property  refuses  to  deliver  such  a  list,  or  willfully  or  fraud- 
ulently omits  property  from  the  list,  or  willfully  or  fraudulently  misrepresents  the  value  of 
his  property,  or  temporarily  converts  part  of  his  property  into  property  not  taxable  for 
the  fraudulent  purpose  of  preventing  the  property  from  being  listed  and  of  evading  the 
payment  of  taxes  thereon,  or  transfers  or  transmits  property  to  a  person  v.'ith  such  intent, 
he  shall  upon  conviction  thereof  be  fined  not  less  than  one  hundred  dollars  ($100)  nor 
more  than  five  thousand  dollars  ($5,000). 

Section  9.     Section  84-412,  R.C.M.  1947,  is  amended  to  read  as  follows: 

"Section  84-412.  Every  assessor  has  power:  1.  To  require  any  person  found  within 
such  assessor's  county  to  make  and  subscribe  an  affidavit,  giving  his  name  and  place  of 
residence  and  postoffice  address. 

2.  To  subpoena  and  examine  any  person  in  relation  to  any  statement  furnished  to 
him,  or  which  discloses  property  which  is  assessable  in  his  county;  and  he  may  exercise 
this  power  in  any  county  where  the  person  whom  he  desires  to  examine  may  be  found, 
but  has  no  power  to  require  such  persons  to  appear  before  him  in  any  other  county  than 
that  in  which  the  subpoena  is  served,  (matter  deleted)  In  case  such  affidavit  shows  the 
residence  of  the  person  making  the  same  to  be  in  any  county  other  than  that  in  which  it 
is  taken,  or  the  statement  discloses  property  in  any  county  other  than  that  in  which  it  is 
made,  the  assessor  must,  in  the  respective  case,  file  the  affidavit  or  statement  in  his  office, 
and  transmit  a  copy  of  the  same,  certified  by  him,  to  the  assessor  of  the  county  in  which 
such  residence  or  property  is  therein  shown  to  be.    (matter  deleted) 

In  case  oj  a  failure  of  a  person  to  appear  in  response  to  the  subpoena,  the  assessor, 
upon  proof  of  the  service  thereof,  and  of  the  failure  of  the  loitriess,  may  issue  a  warrant 
to  the  sheriff  of  the  county  to  arrest  the  person  and  bring  him  before  the  assessor.  A  per- 
son so  arrested  shall  pay  all  costs  and  fees  that  are  incurred." 

Section  10.     Sections  84-411,   84-413,  84-439  and  84-440,  R.C.M.   1947,  are  repealed. 
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Bill     III 

BILL  NO 

INTRODUCED  BY 


A  BILL  FOR  AN  ACT  ENTITLED:  "  'THE  MERCHANTS'  AND  MANUFACTURERS'  IN- 
VENTORY ACT';  CHANGING  THE  PROCEDURE  FOR  ASSESSING  THE  INVENTORY 
OF  MERCHANTS  AND  MANUFACTURERS  BY  REQUIRING  THEM  TO  LIST  THE 
AVERAGE  VALUE  OF  THEIR  INVENTORY  IN  EACH  MONTH  OF  THE  PREVIOUS 
YEAR  AS  ESTIMATES  OF  INVENTORY  FOR  THE  CURRENT  TAXABLE  YEAR,  AND 
BY  REQUIRING  THE  ASSESSOR  TO  BASE  THE  ASSESSMENT  ON  THE  AVERAGE 
VALUE  OF  THE  INVENTORY." 

BE  IT  ENACTED  BY  THE  LEGISLATIVE  ASSEMBLY  OF  THE  STATE  OF  MONTANA: 

Section  1.     This  act  may  be  cited  as  the  merchants'  and  manufacturers'  inventory  act. 

Section  2.  (1)  A  "merchant",  for  the  purpose  of  this  act,  means  a  person,  company, 
corporation,  partnership  or  association  of  persons  that  owns  or  holds,  subject  to  his  con- 
trol, any  personal  property  within  this  state  which  has  been  acquired  with  a  view  to 
being  sold  at  wholesale  or  retail  at  an  advanced  price  or  profit,  or  which  has  been  sold  by 
him  on  order  and  consigned  to  him  for  delivery,  or  which  has  been  consigned  to  him  for 
sale  at  any  store,  stand  or  place  occupied  for  that  purpose.  The  term  "merchant"  does  not 
include  a  person  who  grows  or  processes  farm  produce  in  Montana  and  sells  the  product 
at  retail  or  wholesale  unless  he  has  a  regular  stand  or  place  of  business  away  from  his 
farm. 

(2)  The  term  "sale"  includes  an  accommodation  sale,  a  sale  made  from  a  stock  of 
goods  on  hand  or  by  ordering  goods  from  another  source,  or  a  sale  of  goods  that  may  be 
similar  or  different  than  the  type,  if  any,  regularly  manufactured,  processed  or  sold  by  the 
seller. 

(3)  A  "manufacturer",  for  purposes  of  this  act,  means  a  person,  company,  corpora- 
tion, partnership  or  association  of  persons  that  holds  or  buys  personal  property  in  order 
to  add  to  the  value  thereof  by  any  process  of  manufacturing,  refining  or  combining  of  dif- 
ferent materials. 

Section  3.  A  merchant  or  manufacturer  shall  include  in  the  statement  that  is  required 
by  section  84-409  on  or  before  March  15,  as  an  estimate  of  his  current  taxable  year's  inven- 
tory, the  average  full  cash  value  of  property  held  for  sale  or  manufacture  which  was  in 
his  possession  or  under  his  control  during  the  previous  calendar  year  or  the  part  of  such 
year  the  property  was  held  for  sale  or  manufacture.  To  determine  the  average  full  cash 
value  of  this  property  the  merchant  or  manufacturer  shall: 

(1)  Take  into  account  increases  and  decreases  in  the  inventory  and  determine  the 
average  inventory  for  each  month. 

(2)  Determine  the  full  cash  value  for  each  item  or  group  of  items  in  the  inventory 
by  using  the  wholesale  price,  when  it  is  available,  and  the  book  value  if  the  wholesale 
price  is  not  available. 

The  book  value,  for  purposes  of  this  act,  means  the  estimated  price  that  competitors 
would  be  willing  to  pay  for  an  item  on  the  open  market  for  use  in  their  business. 

(3)  Add  the  monthly  amounts. 
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(4)  Divide  the  aggregate  amount  by  the  number  of  months  that  he  held  property  for 
sale  or  manufacture  during  the  previous  calendar  year. 

Section  4.  In  determining  the  full  cash  value  of  property  held  for  sale  or  manufac- 
ture, the  assessor  shall  add  the  average  full  cash  value  of  the  property  for  each  month  of 
the  year  and  divide  the  aggregate  amount  by  the  number  of  months  that  the  merchant  or 
manufacturer  held  property  for  sale  or  manufacture  during  the  previous  calendar  year. 
The  assessor  shall  use  this  figure  as  the  estimated  assessment  of  inventory  for  the  cur- 
rent taxable  year. 

Section  5.  If,  at  the  end  of  the  calendar  year  for  which  the  statement  of  inventory 
was  submitted,  it  appears  that  the  actual  average  inventory  was  less  than  the  estimated 
inventory,  the  merchant  or  manufacturer  may  apply  on  or  before  February  15  of  the  fol- 
lovv'ing  year  to  the  county  assessor  for  an  adjustment  of  his  assessment  and  tax.  If  the  as- 
sessor, after  investigation,  determines  that  the  actual  inventory  of  the  merchant  or  manufac- 
turer was  less  than  the  estimated  inventory,  the  assessor  shall  determine  the  amount  of  tax 
payment  to  be  refunded  or  applied  as  credit  on  the  taxpayer's  succeeding  tax  bill.  The  as- 
sessor shall  notify  the  board  of  county  commissioners  of  the  adjusted  tax  payment,  and  if 
the  taxpayer  requests  a  refund  instead  of  credit,  the  board  shall  direct  the  county  treasur- 
er to  pay  the  refund  from  the  county  general  fund.  Failure  of  the  merchant  or  m.anufac- 
turer  to  apply  for  such  tax  adjustment  on  or  before  February  15  of  the  following  year 
shall  constitute  a  permanent  and  conclusive  waiver  of  his  right  to  apply. 

Section  6.  If  the  assessor  has  failed  by  March  10  to  reduce  the  assessment  and  tax  to 
the  level  sought  by  the  taxpayer,  the  taxpayer  may  apply  to  the  county  board  of  equal- 
ization for  a  reduction.  Such  applications  shall  be  heard  only  at  a  special  session  of  the 
county  board  of  equalization  starting  on  the  first  Monday  of  March  and  ending  on  the  first 
Monday  in  April.  At  such  special  session  the  board  shall  hear  only  applications  which  are 
filed  with  the  board  on  or  before  the  third  Monday  of  March  and  which  pertain  only  to 
inventories  for  the  previous  taxable  year.  Such  special  session  shall  be  held,  notwith- 
standing section  84-601.  The  board,  in  conducting  such  special  session,  shall  not  deviate 
from  the  procedures  required  in  sections  84-602,  84-604,  84-605,  84-606,  84-607,  84-608  and 
84-609,  R.C.M.  1947. 

Section  7.  If,  at  the  end  of  the  calendar  year  for  which  the  statement  of  inventory 
was  submitted,  it  appears  that  the  actual  average  inventory  was  more  than  the  estimated 
inventory,  the  assessor  shall,  after  investigation,  determine  the  actual  inventory  and  the  ad- 
ditional tax  to  be  paid  by  the  taxpayer.  The  assessor  shall  notify  the  taxpayer,  the  county 
clerk  and  the  county  treasurer  of  this  additional  tax  due  on  or  before  the  first  Monday  of 
May,  and  the  tax  shall  be  paid  on  or  before  the  first  Monday  of  June.  The  taxpayer  may 
appeal  to  the  county  board  of  equalization  as  provided  in  chapter  6,  title  84,  R.C.M.  1947. 
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Bill     IV 

BILL  NO.- 

INTRODUCED  BY 


A  BILL  FOR  AN  ACT  ENTITLED:  "AN  ACT  AMENDING  SECTION  84-6008,  R.C.M. 
1947  RELATING  TO  TAXATION  OF  MIGRATORY  PERSONAL  PROPERTY;  TO  PRO- 
VIDE THAT  MERCHANDISE  ASSESSMENT  SHALL  BE  GOVERNED  BY  THE  MER- 
CHANTS' AND  MANUFACTURERS'  INVENTORY  ACT  AND  TO  EXEMPT  MOTOR 
VEHICLES  OF  ALL  NONRESIDENT  MIGRATORY  BONA  FIDE  WORKERS  WHEN 
USED   FOR   TRANSPORTATION." 

BE  IT  ENACTED  BY  THE  LEGISLATIVE  ASSEMBLY  OF  THE  STATE  OF  MONTANA: 
Section  1.     Section  84-6008,  R.C.M.  1947,  is  amended  to  read  as  follows: 

"Section  84-6008.  Any  personal  property,  including  livestock,  brought,  driven  or  com- 
ing into  this  state  at  any  time  during  the  year  and  which  shall  remain  in  the  state  for  a 
period  not  less  than  thirty  (30)  days,  shall  be  subject  to  taxation  and  shall  be  assessed  for 
all  taxes,  levied  or  leviable  for  that  year  in  the  county  in  which  the  same  shall  thus  be  and 
remain,  in  the  same  manner  and  to  the  same  extent  except  as  hereinafter  otherwise  pro- 
vided, as  though  such  property  had  been  in  the  county  on  the  regular  assessment  date; 
provided  that  such  property  has  not  been  regularly  assessed  for  the  year  in  some  other 
county  of  the  state,  and  provided  further  that  (matter  deleted)  stocks  of  merchandise,  for 
purposes  of  assessinent,  shall  he  governed  by  the  merchants'  and  manufacturers'  inventory 
act;  provided  further,  that  this  act  shall  not  apply  to  motor  vehicles  brought,  driven  or 
coming  into  this  state  by  any  nonresident  migratory  bona  fide  (matter  deleted)  workers 
temporarily  employed  in  (matter  deleted)  work  in  Montana  where  said  motor  vehicles 
are  used  exclusively  for  transportation  of   (matter  deleted)  workers." 
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Bill    V. 

BILL  NO 

INTRODUCED  BY 


A  BILL  FOR  AN  ACT  ENTITLED:  "AN  ACT  CHANGING  DATES  FOR  ASSESSMENT 
AND  EQUALIZATION  OF  PROPERTY;  AMENDING  SECTIONS  84-406,  84-409,  84-410, 
84-441,  84-503,  84-510,  84-601,  84-3808,  84-3809,  84-4209,  84-6012  AND  84-6013,  R.C.M.  1947 
TO  MAKE  JANUARY  1  THE  ASSESSMENT  DATE,  TO  HAVE  THE  ASSESSOR  COM- 
PLETE HIS  ASSESSMENT  BOOK  BY  THE  FIRST  MONDAY  IN  JUNE,  TO  HAVE  THE 
COUNTY  BOARDS  OF  EQUALIZATION  MEET  THE  SECOND  MONDAY  IN  JUNE, 
AND  TO  IMPLEMENT  THESE  CHANGES  WHERE  NECESSARY  IN  RELATED  STAT- 
UTES." 

BE  IT  ENACTED  BY  THE  LEGISLATIVE  ASSEMBLY  OF  THE  STATE  OF  MONTANA: 

Section  1.     Section  84-406,  R.C.M.  1947,  is  amended  to  read  as  follows: 

"84-406.  (1)  The  assessor  must,  between  the  first  (matter  deleted)  day  of  January 
and  the  (matter  deleted)  jhst  Mojiday  of  June  in  each  year,  ascertain  the  names  of  all 
taxable  inhabitants,  and  assess  all  property  in  his  county  subject  to  taxation,  except  such 
as  is  required  to  be  assessed  by  the  state  board  of  equalization,  and  must  assess  such  prop- 
erty to  the  persons  by  whom  it  was  owned  or  claimed,  or  in  whose  possession  or  control  it 
was  at  twelve  o'clock  M.  of  the  first  (matter  deleted)  day  of  January  next  preceding  (mat- 
ter deleted). 

(2)  (matter  deleted)  Motor  vehicles  held  for  sale  in  the  stock  of  any  duly  licensed 
m.otor  vehicle  dealer,  shall  be  assessed  as  merchandise  (matter  deleted),  and  at  the  time 
such  motor  vehicles  are  assessed  as  merchandise  each  licensed  dealer  shall  file  with  the 
assessor  a  description  of  each  motor  vehicle  so  assessed,  including  the  make,  year  model, 
engine  and  serial  number,  manufacturer's  model  or  letter,  gross  weight,  and,  with  respect  to 
trucks,  the  rated  capacity  thereof. 

Nothing  herein  contained  shall  relieve  the  applicant  for  registration  or  re-registration 
of  any  motor  vehicle  so  assessed  or  subject  to  assessment  of  the  duty  of  paying  taxes 
thereon  as  a  condition  precedent  to  registration  or  re-registration  in  the  event  said  taxes 
have  not  been  paid  by  any  prior  applicant  or  owner  in  all  cases  where  required  to  be  paid." 

Section  2.     Section  84-409,  R.C.M.  1947,  is  amended  to  read  as  follows: 

"Section  84-409.  He  must  require  from  each  person  a  statement  under  oath  setting 
forth  specifically  all  the  real  and  personal  property  owned  by  such  person,  or  in  his  pos- 
session, or  under  his  control  at  twelve  o'clock  m.  on  the  first  (matter  deleted)  day  of  Jan- 
uary.   Such  statement  must  be  in  writing,  showing  separately: 

1.  All  property  belonging  to,  claimed  by,  or  in  the  possession,  or  under  the  control  or 
management  of  such  person. 

2.  All  property  belonging  to,  claimed  by,  or  in  the  possession,  or  under  the  control  or 
management  of  any  firm  of  which  such  person  is  a  member. 

3.  All  property  belonging  to,  claimed  by,  or  in  the  possession,  or  under  the  control  or 
management  of  any  corporation  of  which  such  person  is  president,  secretary,  cashier,  or 
managing  agent. 
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4.  The  county  in  which  such  property  is  situated,  or  in  which  it  is  liable  to  taxation, 
and  (if  liable  to  taxation  in  the  county  in  which  the  statement  is  made)  also  the  city, 
town,  school  district,  road  district,  or  other  revenue  districts  in  which  it  is  situated. 

5.  An  exact  description  of  all  lands  in  parcels  or  subdivisions,  not  exceeding  six 
hundred  and  forty  acres  each,  and  the  sections  and  fractional  sections  of  all  tracts  of  land 
containing  more  than  six  hundred  and  fortj^  acres  v/hich  have  been  sectionized  by  the 
United  States  government;  improvements,  and  personal  property,  including  all  vessels, 
steamers,  and  other  water-craft,  and  all  taxable  state,  county,  city,  or  other  municipal  or 
public  bonds,  and  the  taxable  bonds  of  any  person,  firm,  or  corporation,  and  deposits  of 
monej',  gold-dust,  or  other  valuables,  and  the  names  of  the  persons  with  whom  such  de- 
posits are  made,  and  the  places  in  which  they  may  be  found;  all  mortgages,  deeds  of  trust, 
contracts,  and  other  obhgations  by  which  a  debt  is  secured,  and  the  property  in  the  county 
affected  thereby. 

6.  All  solvent  credits,  secured  or  unsecured,  due  or  owing  to  such  person  or  any  firm 
of  which  he  is  a  member,  or  due  or  owing  to  any  corporation  of  which  he  is  president,  sec- 
retary, cashier,  or  managing  agent. 

Whenever  one  member  of  a  firm,  or  one  of  the  proper  officers  of  a  corporation,  has 
made  a  statement  showing  the  property  of  the  firm  or  corporation,  another  member  of  the 
firm,  or  another  officer,  need  not  include  such  property  in  the  statement  made  by  him; 
but  this  statement  must  show  the  name  of  the  person  or  officer  who  made  the  statement  in 
which  such  property  is  included. 

7.  All  depots,  shops,  stations,  buildings,  and  other  structures  erected  on  the  space 
covered  by  the  right  of  way,  and  all  other  property  owned  by  any  person,  corporation,  or 
association  of  persons,  owning  or  operating  any  railroad  within  the  county. 

The  fact  that  such  statement  is  not  required,  or  that  a  person  has  not  made  such  state- 
ment under  oath,  or  otherwise,  does  not  relieve  his  property  from  taxation." 

Section  3.     Section  84-410,  R.C.M.  1947,  is  amended  to  read  as  follows: 

"Section  84-410.  The  board  of  county  commissioners  must  furnish  the  assessor  with 
blank  forms  of  the  statements  provided  for  in  the  preceding  section,  affixing  thereto  an 

affidavit,  which  must  be  substantially  as  follows:    'I,  ,  do  swear  that 

I  am  a  resident  of  the  county  of  (naming  it),  and  that  my  postof- 

fice  address  is  ;  that  the  above  list  contains  a  full  and  correct  state- 
ment of  all  property  subject  to  taxation,  which  I,  or  any  firm  of  which  I  am  a  member,  or 
any  corporation,  association,  or  company  of  which  I  am  president,  cashier,  secretary,  or 
managing  agent,  owned,  claimed,  possessed,  or  controlled  at  twelve  o'clock  m.  on  the  first 
(matter  deleted)  day  of  January  last,  and  which  is  not  already  assessed  this  year;  and  that 
I  have  not  in  any  manner  whatsoever  transferred  or  disposed  of  any  property,  or  placed 
any  property  out  of  said  county  or  my  possession  for  the  purpose  of  avoiding  any  assess- 
ment upon  the  same,  or  of  making  this  statement;  and  that  the  debts  therein  stated  as  ow- 
ing by  me  are  justly  due  and  owing  to  others.'  The  affidavit  to  the  statement  on  behalf  of 
a  firm  or  corporation  must  state  the  principal  place  of  business  of  the  firm  or  corporation, 
and  in  other  respects  must  conform  substantially  to  the  preceding  form.  The  time  when 
taxes  become  delinquent,  and  the  time  of  the  meeting  of  the  county  board  of  equalization, 
must  be  stated  in  such  form." 

Section  4.    Section  84-441,  R.C.M.  1947,  is  amended  to  read  as  follows: 

"Section  84-441.  When  any  personal  property  liable  to  taxation  is  brought  into  a 
county  at  any  time  after  the    (matter  deleted)  first  day  of  January,  and  such  property  has 
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not  been  assessed  for  that  year,  it  must  be  listed  and  assessed  the  same  as  if  it  had  been 
in  the  county  at  the  time  of  the  regular  assessment,  and  the  tax  must  be  collected  by 
the  assessor,  as  provided  in  this  code,  at  any  time." 

Section  5.     Section  84-503,  R.C.M.  1947,  is  amended  to  read  as  follows: 

"Section  84-503.  On  or  before  the  (matter  deleted)  jirst  Monday  in  June,  in  each  year, 
the  assessor  must  complete  his  assessment  book.    He  must  take  and  subscribe  an  affidavit, 

in  the  assessment  book,  to  be  substantially  as  follows:    'I,  ,  assessor  of 

- county,  do  swear  that  between  the  first  (matter  deleted)  day  in  Jan- 
uary and  the  (matter  deleted)   jirst  Monday  in    (matter  deleted)    June,   nineteen   hundred 

and  ,  I  have  made  diligent  inquiry  and  examination  to  ascertain  all  the  property 

within  the  county,  subject  to  assessment  by  me,  and  that  the  same  has  been  assessed  on 
the  assessment  book,  equally  and  uniformly,  according  to  the  best  of  my  judgment,  infor- 
mation, and  belief,  at  its  full  cash  value,  and  that  I  have  faithfully  complied  with  all  the 
duties  imposed  on  the  assessor  under  the  revenue  laws;  and  that  I  have  not  imposed  any 
unjust  or  double  assessment  through  malice  or  ill  will  or  otherwise;  nor  allowed  any  one 
to  escape  a  just  and  equal  assessment  through  favor,  or  reward,  or  otherwise.'  But  the 
failure  to  take  or  subscribe  such  an  affidavit,  or  any  affidavit,  will  not  in  any  manner  af- 
fect the  validity  of  the  assessment." 

Section  6.     Section  84-510,  R.C.M.  1947,  is  amended  to  read  as  follows: 

"84-510.  On  or  before  the  first  (matter  deleted)  day  in  January  in  each  year,  the 
state  land  agent  must  make  out  and  transmit  to  the  assessor  of  each  county  where  lands 
or  lots  lie  that  may  have  been  sold  by  the  state,  for  which  certificates  of  purchase,  pat- 
ents, or  deeds  have  issued,  during  the  year  preceding,  certified  lists  of  such  lands  or  lots, 
giving  a  description  thereof  by  divisions  or  subdivisions,  or  lots  and  blocks,  together  with 
the  names  of  the  purchasers  thereof." 

Section  7.     Section  84-601,  R.C.M.  1947,  is  amended  to  read  as  follows: 

''84-601.  The  board  of  county  commissioners  is  the  county  board  of  equalization,  and 
must  meet  on  the  (matter  deleted)  second  Monday  of  June  in  each  year  to  examine  the  as- 
sessment book  and  equalize  the  assessment  of  property  in  the  county.  It  must  continue  in 
session  for  that  purpose  from  time  to  time  until  the  business  of  equalization  is  disposed  of, 
but  not  later  than  the  second  Monday  in  August." 

Section  8.     Section  84-3808,  R.C.M.  1947,  is  amended  to  read  as  follows: 

"84-3808.  (a)  Every  tax  due  upon  personal  property  is  a  prior  lien  upon  any  or  all 
of  such  property,  which  lien  shall  have  precedence  over  any  other  lien,  claim  or  demand 
upon  such  property,  and  except  as  hereinafter  provided,  every  tax  upon  personal  property 
is  also  a  hen  upon  the  real  property  of  the  owner  thereof,  from  and  after  12  M.  of  the 
first   (matter  deleted)   day  of  January  in  each  year. 

(b)  The  taxes  upon  personal  property  based  upon  a  taxable  value  up  to  and  includ- 
ing one  thousand  dollars  ($1000.00)  shall  be  a  first  and  prior  lien  upon  the  real  property  of 
the  owner  of  such  personal  property;  taxes  upon  pei'sonal  property  based  upon  the  taxable 
value  thereof  in  excess  of  one  thousand  dollars  ($1000.00)  shall  be  a  first  and  prior  hen 
upon  the  real  property  of  the  owner  unless  the  owner  or  holder  of  any  mortgage  or  other 
lien  upon  said  real  property  appearing  of  rec3rd  in  the  office  of  the  clerk  and  ex  officio 
recorder  of  the  county  where  such  real  property  is  situated  at  or  before  the  time  such  per- 
sonal property  tax  attached  thereto  shall  have  filed  the  notice  hereinafter  provided  for,  in 
which   event  the   taxes  upon  such   excess   of  one  thousand  dollars    ($1000.00),   of  taxable 
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value  shall  not  be  a  lien  on  the  real  property  of  such  owner.  It  shall  be  the  duty  of  the 
county  treasurer  to  issue  to  any  mortgagee  or  Uen  holder,  upon  his  request,  a  statement  of 
the  personal  property  tax  due  upon  the  taxable  value  up  to  and  including  one  thousand  dol- 
lars ($1000.00);  and  personal  property  taxes  upon  a  taxable  value  up  to  one  thousand  dol- 
lars ($1000.00)  may  be  paid,  redeemed  from  a  tax  sale  as  by  law  provided,  or  discharged 
separate  from  any  personal  property  taxes  in  excess  of  such  amount.  Payment  of  such  taxes 
upon  a  taxable  value  up  to  one  thousand  dollars  ($1000.00)  as  herein  provided,  shall  operate 
to  discharge  the  tax  lien  upon  the  personal  property  of  the  owner  to  the  extent  of  such 
payment  in  the  order  that  the  person  paying  such  tax  shall  direct. 

(c)  The  holder  of  any  mortgage  or  lien  upon  real  property  who  desires  to  obtain  the 
benefits  of  this  section  shall  file  in  the  office  of  the  count}'  assessor  and  in  the  office  of 
the  county  treasurer  of  said  county  a  notice  giving: 

(1)  the  name  and  address  of  the  mortgagee  and  holder  of  the  mortgage  or  lien; 

(2)  the  name  of  the  reputed  owner  of  the  land; 

(3)  the  description  of  the  land; 

(4)  the  date  of  record  and  expiration  of  the  mortgage  or  hen; 

(5)  the  amount  thereof;  and 

(6)  a  statement  that  he  claims  the  benefit  of  the  provisions  of  this  section;  and 
such  notice  shall  be  ineffectual  as  to  any  taxes  which  shall  have  become  a  lien  on  real 
property  prior  to  the  filing  of  such  notice  as  aforesaid.  If  the  mortgage  be  not  paid  at 
maturity,  such  notice  shall  thereafter  be  filed  annually,  unless  the  mortgage  be  ex- 
tended for  a  definite  period  to  be  stated  in  such  notice. 

(d)  Provided,  that  any  owner  of  a  mortgage  on  real  estate  upon  which  personal  prop- 
erty taxes  are  by  this  act  made  a  lien,  and  where  the  owner  of  such  real  estate  and  per- 
sonal property  has  failed  to  pay  taxes  due  upon  such  real  estate  and  personal  property  for 
one  or  more  years,  may  file  with  the  county  assessor  of  the  county  in  which  such 
property  is  located  a  written  request  to  have  the  personal  property  and  real  estate  of  the 
owner  separately  assessed.  Such  request  must  be  made  by  registered  mail  at  least  ten  (10) 
days  prior  to  the  first  (matter  deleted)  day  of  January  in  the  year  for  which  property  is 
assessed.  Upon  receipt  by  the  assessor  of  such  request,  it  is  hereby  made  the  duty  of  the 
county  assessor  to  make  a  separate  assessment  of  real  and  personal  property  of  the  owner 
thereof  and  such  personal  taxes  shall  not  be  a  lien  upon  the  real  estate  so  mortgaged  of 
the  owner  thereof  and  the  said  personal  property  taxes  shall  be  collected  in  the  manner 
provided  by  law  for  other  personal  property." 

Section  9.     Section  84-3809,  R.C.M.  1947,  is  amended  to  read  as  follows: 

"84-3809.  Every  tax  due  upon  real  property  is  a  lien  against  the  property  assessed; 
and  every  tax  due  upon  improvements  upon  real  estate  assessed  to  others  than  the  owner 
of  the  real  estate  is  a  hen  upon  the  land  and  improvements;  which  several  liens  attach  as 
of  the  first    (matter  deleted)   day  of  January  in  each  year." 

Section  10.     Section  84-4209.  R.C.M.  1947,  is  amended  to  read  as  follows: 

"84-4209.  All  rates  of  tax  levy  set  by  the  board  of  county  commissioners  on  the  sec- 
ond Monday  in  August  of  each  year,  shall  apply  permanently  to  this  class  of  personal  prop- 
erty during  the  ensuing  year,  and  the  treasurer  shall,  upon  collection  of  any  such  taxes, 
immediately    distribute    the    money    so    collected   to   the   various   and   proper   funds   in   his 
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charge.  Personal  property  which  was  in  the  state  and  subject  to  taxation  on  the  first  (mat- 
ter deleted)  day  of  January  of  any  year  shall  be  taxable  wherever  and  whenever  found  in 
any  county  in  the  state,  whether  the  same  be  owned,  claimed,  or  possessed  by  the  person 
owning,  claiming  or  possessing  it  on  the  first  (^ matter  deleted)  day  of  Jaiiuary  or  not;  pro- 
vided, that  in  case  the  same  property  is  assessed  in  more  than  one  county,  the  county  first 
making  the  assessment  shall  be  entitled  to  collect  the  taxes;  provided  further,  that  if  the 
rate  of  taxation  fixed  for  the  year  in  which  the  collection  is  made  is  an  increase  over  the 
preceding  year's  levy,  then  the  said  board  of  county  commissioners  may  direct  the  county 
treasurer  to  collect  the  amount  of  such  increased  levy,  but  shall  not  be  obliged  to  do  so  in 
cases  where,  in  the  opinion  of  the  board,  the  cost  of  collection  would  exceed  the  amount 
of  such  increase,  and  provided  further  that  if  the  rate  fixed  for  the  year  in  which  the  col- 
lection is  made  shall  be  less  than  the  levy  for  the  preceding  year,  then  the  person  from 
whom  such  excess  tax  was  collected  may  fi'.e  with  the  board  of  county  commissioners  a 
duly  verified  claim  for  a  refund  of  such  excess  tax,  at  any  time  before  the  first  day  of 
November  of  the  year  in  which  such  an  excess  was  collected,  and  such  claim  shall  be  al- 
lowed and  ordered  paid  by  the  board  of  county  commissioners  to  the  amount  of  such  ex- 
cess." 

Section  11.     Section  84-6012,  R.C.M.  1947,  is  amended  to  read  as  follows: 

"84-6012.  The  owner  or  the  agent,  manager  or  foreman  of  any  person,  corporation,  or 
association  bringing  livestock  into  this  state  after  the  first  (matter  deleted)  day  of  January 
shall  immediately  after  said  livestock  crosses  the  state  line,  forward  to  the  assessor  of  the 
county  into  which  the  livestock  is  moved,  a  registered  letter,  which  letter  shall  inform  said 
assessor  of  the  name  of  the  owner  of  such  livestock,  of  the  number  thereof,  the  brand 
thereon,  and  the  ages  of  the  same,  together  with  the  time  and  place  at  which  said  live- 
stock was  brought  across  the  state  line,  provided,  that  the  Montana  hvestock  sanitary  board 
at  least  once  each  month  furnish,  from  its  own  records  to  the  assessor  of  the  county  into 
which  such  livestock  is  moved,  a  list  of  the  number  and  kind  of  livestock  so  moved,  to- 
gether with  the  name  of  the  owner  thereof." 

Section  12.     Section  84-6013,  R.C.M.  1947,  is  amended  to  read  as  follows: 

"84-6013.  The  county  assessor  upon  receipt  of  such  letter  or  other  information,  that 
livestock  has  been  brought  into  his  county  from  outside  of  the  state,  after  the  first  (mat- 
ter deleted)  day  of  January  in  any  year,  shall  immediately  proceed  under  the  provisions  of 
section  84-4201." 


Bill    VI 

BILL  NO... 

INTRODUCED  BY 


A  BILL  FOR  AN  ACT  ENTITLED:  "AN  ACT  TO  SUBMIT  TO  THE  ELECTORS  OF 
MONTANA  AN  AMENDMENT  TO  THE  CONSTITUTION  OF  MONTANA  TO  ELIM- 
INATE THE  CONSTITUTIONAL  STATUS  OF  STATE  AND  COUNTY  BOARDS  OF 
EQUALIZATION  BY  DELETING  SPECIFIC  REFERENCES  IN  THE  CONSTITUTION 
TO  SUCH  BOARDS  BY  REPEALING  SECTION  15,  ARTICLE  XII  AND  BY  AMENDING 
SECTIONS  9  AND   16,  ARTICLE  XII." 

BE  IT  ENACTED  BY  THE  LEGISLATIVE  ASSEMBLY  OF  THE  STATE  OF  MONTANA: 

Section  1.  Section  9,  ai-ticle  XII  of  the  constitution  of  the  state  of  Montana  is  amend- 
ed to  read  as  follows: 

"Section  9.  The  rate  of  taxation  on  real  and  personal  property  for  state  purposes,  ex- 
cept as  hereinafter  provided,  shall  never  exceed  two  and  one-half  mills  on  each  dollar  of 
valuation;  and  whenever  the  taxable  property  of  the  state  shall  amount  to  six  hundred  mil- 
lion dollars  ($600,000,000)  the  rate  shall  never  exceed  two  (2)  mills  on  each  dollar  of  valua- 
tion, unless  the  proposition  to  increase  such  rate,  specifying  the  rate  proposed  and  the  time 
during  which  the  rate  shall  be  levied  shall  have  been  submitted  to  the  people  at  the  gen- 
ral  election  and  shall  have  received  a  majority  of  all  votes  cast  for  and  against  it  at  such 
election;  provided,  that  in  addition  to  the  levy  for  state  purposes  above  provided  for,  a  spe- 
cial levy  in  addition  may  be  made  on  livestock  for  the  purpose  of  paying  bounties  on  wild 
animals  and  for  stock  inspection,  protection  and  indemnity  purposes,  as  may  be  prescribed 
by  law,  and  such  special  levy  shall  be  made  and  levied  annually  in  amount  not  exceeding 
four  mills  on  the  dollar  (matter  deleted)   as  may  be  provided  by  law." 

Section  2.  Section  16,  article  XII  of  the  constitution  of  the  state  of  Montana  is 
amended  to  read  as  follows: 

"Section  16.  All  property  shall  be  assessed  in  the  manner  prescribed  by  law  except 
as  is  otherwise  provided  in  this  constitution.  The  franchise,  roadway,  roadbed,  rails  and 
rolling  stock  of  all  railroads  operated  in  more  than  one  county  of  this  state  shall  be  assessed 
(matter  deleted)  and  the  same  shall  be  apportioned  to  the  counties,  cities,  towns,  townships 
and  school  districts  in  which  such  railroads  are  located,  in  proportion  to  the  number  of 
miles  of  railway  laid  in  such  counties,  cities,  towns,  townships  and  school  districts." 

Section  3.  Section  15,  article  XII  of  the  constitution  of  the  state  of  Montana  is  re- 
pealed. 

Section  4.  When  this  amendment  is  submitted  to  the  electors  of  the  state  of  Montana 
as  provided  by  law,  there  shall  be  printed  on  the  ballot  the  full  title  and  the  first  three  (3) 
sections  of  this  act  and  the  following  words: 

"D     For  the  above  amendment  and  repeal 

n     Against  the  above  amendment  and  repeal." 
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Bill    VII. 

BILL  NO 

INTRODUCED  BY 


A  BILL  FOR  AN  ACT  ENTITLED:  "AN  ACT  AMENDING  SECTION  84-701,  R.C.M.  1947 
RELATING  TO  MEMBERS  OF  THE  STATE  BOARD  OF  EQUALIZATION;  TO  DELETE 
REFERENCE  TO  THE  MONTANA  CONSTITUTION  AND  TO  REMOVE  CERTAIN  OB- 
SOLETE LANGUAGE." 

BE  IT  ENACTED  BY  THE  LEGISLATIVE  ASSEMBLY  OF  THE  STATE  OF  MONTANA: 
Section  1.     Section  84-701,  R.C.M.  1947,  is  amended  to  read  as  foUows: 

"Section  84-701.  The  state  board  of  equalization  (matter  deleted)  shall  be  composed 
of  three  members  to  be  appointed  by  the  governor  by  and  with  the  advice  and  consent  of 
the  senate,  (matter  deleted)  Each  (matter  deleted)  member  shall  hold  his  office  for  a 
term  of  six  (6)  years,  and  until  his  successor  shall  be  appointed  and  shall  have  qualified, 
(matter  deleted)  Their  terms  shall  expire  at  two-year  intervals.  If  a  vacancy  occurs,  the 
governor  shall  appoiiit  a  successor  for  the  unexpired  term  in  which  the  vacancy  occurs. 
Succeeding  appointments,  except  when  made  to  fill  a  vacancy,  shall  be  made  on  or  before 
the  last  day  of  January  during  the  biennial  session  of  the  legislative  assembly,  next  pre- 
ceding the  commencement  of  the  term  for  which  the  appointment  is  made." 
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